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PROPOSED  REGULATORY  COMMUNITY 
RECWESTMENT  ACT  REFORM 


TUESDAY,  FEBRUARY  1,  1994 

House  of  Representatives,  Subcommittee  on  Gen- 
eral Oversight,  Investigations,  and  the  Resolu- 
tion OF  Failed  Financial  Institutions,  Committee 
ON  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2222,  Rayburn  House  Office  Building,  Hon.  Floyd  H.  Flake  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Chairman  Flake  and  Representative  Roth. 

Also  present:  Representative  Watt. 

Chairman  Flake.  We  would  like  to  call  to  order  the  Subcommit- 
tee on  General  Oversight,  Investigations,  and  the  Resolution  of 
Failed  Financial  Institutions.  We  are  privileged  today  to  have  the' 
regulators  with  us,  and  understanding  that  Mr.  Hove  will  go  for- 
ward to  the  Senate  to  be  confirmed  today,  I  am  assuming  that  it 
will  happen  in  that  way,  I  will  pray  for  that. 

We  want  to  get  started  so  that  we  might  hear  from  him  and  then 
hear  from  the  rest  of  the  witnesses  so  that  we  might  allow  him  to 
be  able  to  go  to  the  Senate  confirmation  hearing. 

I  would  like  to  welcome  all  of  the  witnesses  and  those  persons 
who  have  come  to  share  with  us  what  I  consider  to  be  one  of  the 
most  important  of  all  of  the  hearings  that  we  will  hold.  We  have 
spent  a  great  deal  of  time  over  the  last  year  talking  about  commu- 
nity reinvestment,  and  so  it  is  with  great  joy  this  morning  that  we 
come  to  ask  questions  and  answer  questions,  and  receive  a  proposal 
to  improve  the  effectiveness  of  the  Community  Reinvestment  Act. 

We  all  are  very  aware  that  this  reform  is  a  high  priority  of  the 
Clinton  administration  in  its  effort  to  achieve  economic  renewal  of 
low  and  moderate  income,  urban  and  rural  communities,  and  it  is 
particularly  important  to  me  as  one  of  the  primary  sponsors  of  the 
Bank  Enterprise  Act  that  we  do  all  that  we  can  to  improve  and  in- 
crease lending  opportunities  to  the  residents  of  our  Nation's  low- 
and  moderate-income  communities. 

Indeed,  it  is  my  belief  that  if  we  do  so,  we  will  be  able  to  create 
a  level  of  parity  that  will  help  us  as  a  nation  to  be  stronger  in  that 
we  will  not  be  spending  resources  in  what  we  call  social  legislation 
areas  that  are  impacted  in  large  measure  because  the  investments 
are  not  made  in  those  communities. 

The  current  CRA  already  requires  the  Federal  Reserve  Board, 
the  Office  of  the  Comptroller  of  the  Currency,  the  Federal  Deposit 
Insurance  Corporation,  and  the  Office  of  Thrift  Supervision  to  im- 
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plement  rules  which  obligate  federally  chartered  and  insured  banks 
and  thrifts  to  meet  the  credit  needs  of  communities  which  they 
serve  consistent  with  safety  and  soundness  of  the  institution  in 
consideration. 

The  regulatory  overhaul  of  CRA  is  intended  to  replace  current 
process-based  assessment  factors  created  in  1989  with  a  new  eval- 
uation system  that  would  measure  institutions'  actual  performance 
in  meeting  community  credit  needs.  Regulatory  CRA  reform  is  in- 
tended to  complement  the  legislation,  which  would  fund  community 
development  financial  institutions  and  create  other  incentives  for 
community  investment. 

The  regulatory  objectives  of  the  new  proposal  are  change  to 
CRA's  focus  to  emphasize  performance  rather  than  process,  to 
promote  consistency  in  assessments,  to  permit  more  effective  en- 
forcement against  institutions  with  poor  performance,  and  to  re- 
duce unnecessary  compliance  burden  by  stimulating  improved 
performance. 

This  results-oriented  approach  would  incorporate  three  perform- 
ance-based tests  to  assess  institution  CRA  compliance,  which  would 
be  evaluated  based  on  their  lending,  their  services,  and  their 
investments. 

This  series  of  hearings  is  intended  to  focus  the  attention  of  this 
country  on  the  need  for  economic  renewal  in  underserved  commu- 
nities throughout  this  Nation,  the  Third  World  nation  as  I  like  to 
call  it  within  the  borders  of  America. 

This  recurring  theme  has  been  a  part  of  my  congressional  plat- 
form during  my  course  of  years  here,  and  even  previous  to  my  com- 
ing to  this  Congress.  My  concern  in  the  CRA  debate  is  reflected  in 
question  7  of  this  proposal:  Does  the  regulation  strike  an  appro- 
priate balance  between  the  need  of  institutions  for  certainty  in  the 
evaluative  process  and  the  need  for  the  flexibility  to  reflect  individ- 
ual institutions'  service  capabilities  and  the  credit  needs  of  the  par- 
ticular locales? 

I  urge  all  affected  parties  to  comment  on  all  aspects  of  CRA  re- 
form, not  just  elements  which  impact  their  individual  areas. 

In  allowing  Federal  agencies  2  years  to  reform  CRA  by  regula- 
tion, we  in  the  Congress  will  be  deferring  a  vote  to  the  will  and 
the  wisdom  of  our  Federal  regulators.  In  other  words,  we  trust  you. 

With  that,  I  would  like  to  welcome  Eugene  Ludwig,  Comptroller 
of  the  Currency;  Mr.  Jonathan  Fiechter,  the  Acting  Director  of  the 
Office  of  Thrift  Supervision;  Mr.  Larry  Lindsey,  Board  of  Governors 
of  the  Federal  Reserve;  and  Mr.  Ajidrew  Hove,  Jr.,  the  Acting 
Chairman  of  the  Federal  Deposit  Insurance  Corporation. 

We  have  spent  much  time  together  over  the  last  year,  and  I 
think  that  you  have  done  an  excellent  job  in  working  together  to 
bring  us  to  this  moment,  and  I  am  pleased  that  you  have  consented 
to  come  and  to  be  our  witnesses  for  this  opening  hearing  for  this 
second  part  of  the  103rd  Congress. 

Mr.  Hove,  we  will  hear  from  you  first  so  that  you  might  go  forth 
and  be  blessed. 


STATEMENT  OF  ANDREW  HOVE,  JR.,  ACTING  CHAIRMAN,  FED- 
ERAL DEPOSIT  INSURANCE  CORPORATION;  ACCOMPANIED 
BY  BOBBIE  JEAN  NORRIS,  DEPUTY  DIRECTOR,  OFFICE  OF 
CONSUMER  AFFAIRS,  FDIC 

Mr.  Hove.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
your  indulgence,  and  I  appreciate  your  blessing  as  well.  Members 
of  the  subcommittee,  on  behalf  of  tne  FDIC,  I  welcome  this  oppor- 
tunity to  testify  on  the  interagency  objectives  and  proposals  for  im- 
plementation of  President  Clinton's  request  to  reform  the  Commu- 
nity Reinvestment  Act  regulations. 

In  July  1993,  the  President  requested  that  the  agencies  under- 
take sweeping  reform  of  CRA  regulations.  This  reform  effort  has  in- 
volved a  more  comprehensive  process  than  undertaken  for  the  im- 
plementation of  most  of  our  regulations. 

Before  drafting  the  regulation,  the  agencies  held  public  hearings 
at  seven  locations  across  the  country  during  August  and  September 
of  last  year.  We  received  testimony  from  nearly  300  witnesses. 
Many  oi  the  suggestions  we  heard  are  reflected  in  the  proposed 
rule.  The  proposal,  which  was  published  in  the  Federal  Register  in 
December,  is  now  subject  to  a  comment  period  which  the  agencies 
have  agreed  to  extend  to  March  24. 

We  recognize  the  importance  of  CRA  and  plan  to  take  whatever 
time  is  needed  to  carefully  evaluate  the  comments  and  refine  the 
proposal  appropriately.  During  this  comment  period,  we  rec- 
ommend that  interested  parties  comment  on  what  they  like  in  the 
proposal,  as  well  as  what  they  do  not  like.  We  ask  for  alternative 
recommendations,  and  we  advise  parties  that  they  may  comment 
on  the  entire  proposal  or  on  only  parts  of  it. 

With  respect  to  interagency  objectives,  our  goal  is  to  develop  new 
CRA  performance  evaluation  and  examination  guidelines  that,  in 
the  President's  words,  "will  replace  paperwork  and  uncertainty 
with  performance,  clarity,  and  objectivity."  In  other  words,  the  final 
outcome  of  this  effort  should  be  to  focus  more  on  results  and 
provide  more  certainty  as  to  what  is  expected  of  depository 
institutions. 

I  would  like  to  take  this  opportimity  to  recognize  Comptroller 
Ludwig's  leadership  in  this  very  difficult  undertaking — that  is,  to 
develop  a  new  approach  to  CRA  regulation  that  balances  disparate 
views  and  sometimes  competing  interests. 

I  would  also  like  to  make  some  general  observations  about  where 
we  have  come  from  and  where  we  are  going. 

From  listening  to  individuals  representing  communities,  organi- 
zations, and  insured  institutions,  there  is  general  agreement  that 
we  can  improve  upon  the  way  we  currently  implement  CRA.  Banks 
and  thrifts  are  not  happy  with  the  current  regulations  because  they 
focus  too  much  on  process  and  documentation. 

Many  bankers  complain  that  CRA  regulations,  together  with 
other  regulatory  burdens,  leave  them  little  time  to  do  the  very 
thing  that  CRA  is  meant  to  encourage  them  to  do — that  is,  to  make 
loans.  Individuals  and  community  organizations  feel  that  more  em- 
phasis needs  to  be  placed  on  the  results  and  that  we  need  more 
data  to  confirm  that  institutions  are  producing  those  results. 

Although  there  are  differing  opinions  on  wTiat  needs  to  be  done, 
most  of  the  witnesses  we  heard  from  agreed  that  in  the  past,  we 


have  focused  too  much  on  the  process.  The  banking  agencies  over 
the  past  few  years  have  attempted  to  address  this  concern  by  issu- 
ing guidelines  to  examiners  and  institutions  to  clarify  require- 
ments, as  well  as  to  downplay  paperwork  requirements. 

Nevertheless,  in  our  meetings  across  the  country,  there  was  a 
common  message  that  not  enough  attention  is  being  placed  on 
whether  loans  are  being  made  and  services  are  being  provided. 

Thus,  the  proposed  CRA  regulation  would  change  our  regulatory 
focus  from  process  to  results.  Institutions  will  be  evaluated  based 
on  their  performance  in  the  areas  of  lending,  investment,  and  the 
provision  of  services.  Small  banks  will  have  a  streamlined  exam- 
ination process,  but  here  too,  the  focus  will  be  on  results. 

Clearly,  the  direction  we  are  going  is  to  place  greater  weight  on 
what  banks  and  thrifts  actually  do,  and  less  weight  on  showing  us 
the  efforts  that  have  been  made. 

I  think  this  direction  is  good.  However,  I  would  like  to  add  a  cau- 
tionary note.  In  changing  our  focus  to  results,  greater  emphasis 
will  be  placed  on  formulas  and  ratios  to  compare  the  performance 
of  insured  institutions. 

I  doubt  that  we  could  write  a  formula  to  evaluate  CRA  perform- 
ance that  would  be  fair  to  all  institutions  or  the  communities  they 
serve  100  percent  of  the  time.  The  needs  of  communities  differ,  and 
the  business  environments  and  markets  confronting  banks  and 
thrifts  differ  as  well. 

The  formula  should  provide  fair  comparisons  for  many  institu- 
tions. In  other  instances,  however,  the  same  formula  may  allow  in- 
stitutions to  receive  outstanding  ratings  while  legitimate  credit 
needs  of  low-income  neighborhoods  are  not  being  met.  In  still  other 
instances,  the  formula  may  weaken  lending  standards. 

Formulas  or  ratios  applied  across  the  board  without  regard  to  the 
uniqueness  of  communities  and  markets  may  result  in  standards 
that  are  unfair  to  many  communities  and  institutions. 

The  proposal  attempts  to  address  this  potential  problem  by  al- 
lowing examiners  to  make  exceptions  where  the  performance  meas- 
ures do  not  allow  for  unique  circumstances.  We  will  be  most  inter- 
ested in  the  comments  we  receive  on  whether  the  proposal  strikes 
the  appropriate  balance. 

Because  helping  to  meet  the  credit  needs  of  the  community  is  at 
the  heart  of  CRA,  the  FDIC  is  particularly  interested  in  issues  that 
are  raised  by  the  lending  test.  For  example,  we  hope  to  obtain  in- 
formation on  the  costs  to  depository  institutions  of  collecting  addi- 
tional loan  data.  Also,  because  of  the  particular  importance  of  the 
small  institution  streamlined  assessment  method  to  the  FDIC,  we 
seek  comment  on  the  need  for  objective  standards,  numerical  or 
otherwise,  for  reasonable  loan-to-deposit  ratios  and  reasonable  geo- 
graphic distributions. 

These  measures  should  grant  us  the  flexibility  to  take  into  ac- 
count differences  among  the  size  and  capabilities  of  institutions 
and  the  varying  needs  of  the  communities. 

I  would  like  to  take  this  opportunity  to  add  some  clarification  on 
how  the  small  institution  assessment  method  will  operate  under 
the  proposal.  From  a  brief  review  of  the  comment  letters  received 
thus  far,  there  appears  to  be  some  misunderstanding  among  small 
institutions  concerning  the  60  percent  loan-to-deposit  ratio  test,  one 


of  the  criteria  that  quahfies  these  institutions  for  streamlined  CRA 
exams. 

Contrary  to  what  many  of  the  commentors  believe,  a  small  insti- 
tution that  fails  to  meet  the  standard  is  not  presumed  to  be  per- 
forming in  a  less  than  satisfactory  manner.  For  such  institutions, 
the  appropriate  banking  agency  will  consider  the  institution's  size, 
its  financial  condition,  and  the  credit  needs  in  its  service  area  to 
determine  the  reasonableness  of  the  institution's  loan-to-deposit 
ratio. 

For  example,  if  there  is  an  insufficient  loan  demand  to  meet  the 
60  percent  ratio  in  the  institution's  community,  the  institution 
needs  only  to  have  a  ratio  that  is  reasonable  given  the  community's 
actual  level  of  demand. 

In  conclusion,  the  FDIC  believes  that  strong,  fair  lending  actions 
bv  the  banking  industry,  supervision  by  its  re^lators,  and  partner- 
ship efforts  with  community  groups  and  individuals  are  critically 
important  to  making  the  Community  Reinvestment  Act  work. 

We  look  forward  to  receiving  comments  that  will  assist  in  devel- 
oping regulations  that,  in  the  President's  words,  "Increase  invest- 
ment in  communities  that  need  it  while  simultaneously  streamlin- 
ing and  clarifying  the  regulatory  process." 

We  are  mindful  of  our  responsibility  to  promote  safe  and  sound 
banking,  and  the  recognition  in  the  Community  Reinvestment  Act 
that  depository  institutions  have  an  obligation  to  meet  the  credit 
needs  of  their  entire  communities,  including  low-  and  moderate-in- 
come communities.  We  believe  that  both  these  goals  are  attainable. 

I  appreciate  the  opportunity  to  testify  in  front  of  you  this  morn- 
ing, Mr.  Chairman.  I  do  ask  your  indulgence  that  I  leave.  I  will 
have  a  staff  member  sit  here  and  respond  to  questions  that  you 
may  have  after  the  testimony  has  been  given. 

[The  prepared  statement  of  Andrew  Hove,  Jr.  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you,  very  much. 

I  am  indeed  honored  that  you,  given  the  awesomeness  of  the  re- 
sponsibilitv  that  you  have  this  day,  saw  fit  to  come  by  and  spend 
a  part  of  this  meeting  with  us,  and  certainly  we  wish  you  well. 

Thank  you  for  your  testimony. 

I  would  ask  imanimous  consent  that  we  receive  your  entire  writ- 
ten statement,  and  we  will  ask  questions  of  your  representatives  as 
they  come  to  the  table. 

Mr.  Hove.  Bobby  Jean  Norris  is  our  Deputy  Director  of  the  Of- 
fice of  Consumer  Affairs  at  the  FDIC  and  she  will  be  here  to  re- 
spond to  questions. 

Chairman  Flake.  Thank  you,  very  much. 

Mr.  Hove.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Flake.  All  right.  Thank  you. 

Next  we  will  have  the  Comptroller  of  the  Currency,  Eugene  Lud- 
wig,  and  we  have  had  countless  meetings  over  this  year,  and  I 
think  we  have  come  to  a  point  today  where  we  can  both  feel  very 
good  about  how  much  progress  has  been  made  in  this  area,  and 
over  time  I  think  we  will  be  able  to  rejoice  if,  in  fact,  what  has  been 
proposed  works  the  way  we  think  it  will,  and  I  have  no  doubt  that 
with  your  continued  leadership  and  g^iiidance  that  it  will.  We  will 
be  pleased  to  hear  your  testimony  now. 


STATEMENT  OF  EUGENE  LUDWIG,  COMPTROLLER,  OFFICE  OF 
THE  COMPTROLLER  OF  THE  CURRENCY 

Mr.  LuDWiG,  Thank  you  very  much,  Mr.  Chairman. 

I  welcome  this  opportunity  to  discuss  the  efforts  of  the  Office  of 
the  Comptroller  of  the  Currency,  in  cooperation  with  our  colleagues 
at  the  three  other  banking  regulators,  to  breathe  new  life  into  the 
Community  Reinvestment  Act.  I  have  a  written  statement  that  de- 
scribes this  effort  in  detail,  which  I  will  submit  for  the  record. 

With  your  permission,  Mr.  Chairman,  I  would  like  to  talk  briefly 
this  morning  about  why  the  Community  Reinvestment  Act,  and 
particularly  a  reinvigorated  Community  Reinvestment  Act,  is  need- 
ed, and  how  we  got  to  where  we  are  today  in  our  reform  process. 
First,  the  why. 

Mr.  Chairman,  my  own  father  was  the  son  of  an  immigrant  and 
a  son  of  the  Great  Depression.  He  wanted  something  better  for  his 
family  than  the  hard  times  he  had  known  growing  up.  He  wsmted 
to  go  to  medical  school  and  practice  medicine  as  a  country  doctor. 
A  bank  made  his  dream  possible  by  providing  him  with  the  credit 
he  needed  to  get  his  start  in  life.  >fot  only  did  he  benefit  from  this 
credit,  so  too  did  the  small  community  of  York,  Pennsylvania, 
where  he  practiced.  He  devoted  60  years  of  service  to  that  commu- 
nity through  the  free  medical  clinic  he  ran  once  a  week,  and  in 
many  other  ways.  My  father  wanted  to  take  charge  of  his  life  and 
through  hard  work  and  individual  responsibility  make  both  a  suc- 
cess of  himself  and  a  contribution  to  a  better  society. 

I  am  sure  there  are  people  in  this  room  who  have  had  experi- 
ences and  dreams  similar  to  those  of  my  father.  Millions  of  Ameri- 
cans today  living  everywhere  from  small  towns  in  our  national 
heartland  to  neighborhoods  in  our  bi^est  cities  have  the  same 
dream.  For  many  people  in  our  capitalist  society,  access  to  credit 
is  the  key  to  achieving  this  dream.  A  person's  ability  to  go  to  school 
or  to  start  a  business  is  oflen  determined  not  by  academic  talent 
or  entrepreneurial  skill,  but  by  whether  credit  is  available. 

Congress  passed  the  Community  Reinvestment  Act  to  encourage 
banks  to  help  meet  the  credit  needs  of  their  entire  communities 
and,  in  particular,  to  empower  people  of  low  and  moderate  income 
to  take  control  of  their  lives.  Where  banks  go,  either  physically  or 
financially,  economic  growth  and  development  soon  follow.  The 
CRA  was  intended  to  widen  opportimity  for  creditworthy  borrowers 
who  want  to  realize  their  potential,  regardless  of  where  they  live. 

When  we  make  opportunity  available,  people  will  grasp  it.  I  was 
privileged  last  year,  Mr.  Chairman,  to  accompany  you  around  New 
York's  Sixth  Congressional  District  to  see  the  results  of  the  good 
works  of  the  Allen  AME  Church  where  you  are  minister,  and  the 
guiding  force  of  that  community.  I  saw  a  housing  complex  for  the 
elderly,  a  private  school  with  500  students,  a  day  care  facility — in 
short,  a  community  where  people  have  taken  control  of  their  lives. 
As  the  example  of  your  district  shows  so  well,  when  we  open  oppor- 
tunity to  the  American  people,  the  extraordinary  happens. 

Some  people  have  charged  that  CRA  reform  is  credit  allocation, 
and  that  it  is  a  threat  to  a  bank's  safety  and  soundness.  Those 
charges  are  simply  untrue.  Our  reform  package  is  not  credit  alloca- 
tion. It  would  not  compel  any  particular  lender  to  make  any  par- 
ticular loan  to  any  particular  borrower.  It  would  not  promote  a  spe- 


cific  type  of  lending  at  the  expense  of  another.  It  would  not  set 
quotas. 

It  would  encourage  lenders  to  make  loans  to  creditworthy  indi- 
viduals and  businesses  who  are  at  present  underserved  or 
unserved.  And  creditworthy  is  the  important  point  from  the  stand- 
point of  both  CRA  and  safety  and  soundness.  The  loans  would  be 
paid  back.  The  reform  package  would  not  compel  a  bank  to  make 
a  single  bad  loan.  The  reform  package  would  encourage  expanding 
opportunity,  but  not  at  the  expense  of  judicious  credit  standards. 

Some  people  have  said  that  this  is  an  aggressive  proposal.  Mr. 
Chairman,  that  is  true.  Why  is  it  aggressive?  It  responds  to  long 
and  loud  criticism  of  CRA  as  it  is  and  as  it  has  been  for  years. 
Bankers,  community  activists,  academic  experts.  Members  of  Con- 
gress, and  others  are  identifying  flaws  in  our  current  approach  on 
CRA  and  are  advocating  change. 

The  proposal  would  restructure  the  system  of  evaluation  under 
CRA,  because  virtually  everyone  agrees  that  a  restructuring  is 
needed.  The  proposal  would  judge  lenders  by  what  they  do,  not 
what  they  say,  because  virtually  everyone  agrees  that  this  shift  in 
emphasis  is  needed.  The  proposal  would  allow  differing  lenders  to 
meet  their  CRA  obligations  in  differing  ways,  because  virtually  ev- 
eryone agrees  that  tnis  flexibility  is  needed.  The  important  point 
is  not  that  the  proposal  is  aggressive;  the  important  point  is  that 
this  aggressiveness  is  justified.  The  proposal  is  an  aggressive  effort 
to  cure  serious  problems. 

I  want  to  make  one  additional  observation  about  why  CRA  re- 
form is  needed.  Ultimately,  the  expansion  of  opportunity  that  a 
more  effective  CRA  would  bring  about  would  in  turn  lead  to  greater 
economic  growth  and  development.  The  CRA,  therefore,  is  not  a 
matter  of  special  interest,  it  is  a  measure  wholly  in  the  public 
interest. 

Now,  let  me  turn  to  how  we  came  up  with  our  proposed  reform, 
Mr.  Chairman.  In  this  regard,  I  want  to  emphasize  how  public  and 
open  the  process  was. 

As  you  know,  Mr.  Chairman,  President  Clinton  last  July  chal- 
lenged the  four  banking  regulators  to  reform  the  current  approach 
to  tne  law.  To  ensure  tnat  the  CRA  reform  addressed  the  needs  of 
the  banking  industry,  community  groups,  in  fact,  anyone  who  saw 
themselves  involved,  the  Federal  banking  agencies  held  a  series  of 
seven  public  hearings  last  year  at  locations  all  around  the  country. 
More  than  250  witnesses  were  heard,  and  thousands  of  pages  of 
testimony  were  submitted.  These  hearings  represented  the  most 
extensive  effort  to  solicit  public  views  on  community  reinvestment 
since  the  CRA  was  enacted  in  1977. 

Throughout  the  hearings,  many  areas  of  agreement  arose  among 
the  witnesses.  Our  efforts  focused  on  building  upon  those  areas  of 
agreement.  For  example,  most  of  those  who  commented — bankers, 
government  officials,  and  leaders  of  community-based  organiza- 
tions— called  for  a  system  that  evaluated  performance.  They  called 
for  results.  Our  proposed  reform  package  does  just  that. 

The  heads  of  the  OCC,  the  Office  of  Thrift  Supervision,  the  Fed- 
eral Deposit  Insurance  Corporation,  and  Federal  Reserve  Governor 
Lindsey  attended  those  hearings.  I  think  I  can  speak  for  all  four 
of  the  agencies  represented  when  I  say  we  learned  a  great  deal 
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about  the  problems  in  community  reinvestment,  and  we  came  away 
with  an  appreciation  of  the  issues  involved  in  CRA, 

Each  and  every  detail  of  the  proposed  rule  that  we  published  on 
December  21  reflected  what  we  heard  and  what  we  learned 
through  the  hearing  process.  The  agency  heads  and  Grovemor 
Lindsey  worked  closely  together  to  come  up  with  a  proposal.  It  is 
designed  to  meet  the  objectives  established  by  the  President.  It  em- 
phasizes results  rather  than  process.  It  addresses  the  diversity  of 
institutions  as  well  as  the  diversity  of  the  markets  they  serve. 

In  conclusion,  Mr.  Chairman,  I  cannot  predict  at  this  point  what 
the  exact  provisions  of  the  final  rule  will  be.  That  will  be  deter- 
mined in  the  course  of  the  rulemaking  process,  after  the  agencies 
have  had  an  opportunity  to  review  all  of  the  public  comments  we 
receive.  I  am  committed,  however,  to  performing  that  review  as  ex- 
peditiously as  possible,  and  I  expect  that  we  will  publish  a  final 
rule  in  the  late  spring. 

Mr.  Chairman,  we  know  that  the  CRA  reform  proposal  we  pub- 
lished is  not  perfect.  The  point  of  proposing  it  for  comment  was  to 
invite  suggestions  on  where  and  how  it  could  be  improved.  And 
however  it  comes  out,  we  know  that  it  will  not  please  everyone. 
Those  people  who  want  an  ineffective  CRA  will  not  like  the  out- 
come. Neither  will  those  who  look  to  CRA  to  solve  all  of  America's 
social  and  economic  ills. 

The  standard  by  which  CRA  reform  should  be  judged  should  not 
be  unattainable  perfection.  It  should  be  how  much  of  an  improve- 
ment it  represents  over  the  current  system.  I  am  certain  that  the 
final  product  will  represent  a  big  step  forward  to  the  benefit  of  mil- 
lions of  Americans  and  our  economy  in  general. 

Thank  you  very  much,  Mr.  Chairman.  I  am  honored  to  be  here, 
and  I  look  forward  to  answering  your  questions  and  the  questions 
of  the  other  members  of  this  subcommittee.  Thank  you. 

[The  prepared  statement  of  Eugene  Ludwig  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much. 

At  this  time  we  will  hear  from  Mr.  Jonathan  Fiechter,  Acting  Di- 
rector of  the  Office  of  Thrift  Supervision. 

STATEMENT  OF  JONATHAN  L.  FIECHTER,  ACTING  DIRECTOR, 
OFFICE  OF  THRIFT  SUPERVISION 

Mr.  Fiechter.  Mr.  Chairman,  Mr.  Roth,  thank  you  for  the  invi- 
tation to  appear  at  today's  hearing.  My  written  testimony  outlines 
the  President's  CRA  initiative  and  the  proposed  regulation  that 
was  recently  published  for  comment  by  the  four  Federal  regulatory 
agencies. 

I  would  like  to  use  my  time  this  morning  to  discuss  some  issues 
that  are  relevant  to  our  regulatory  reform  efforts  and  the  overall 
effectiveness  of  the  CRA. 

I  want  to  assure  the  subcommittee  that  GTS  fully  supports  the 
effort  to  revitalize  our  communities  through  reinvestment.  Solving 
the  problems  of  depressed  and  underserved  areas  of  the  country,  of 
course,  requires  the  coordinated  efforts  of  government,  industry, 
and  private  citizens,  all  acting  in  partnership  with  a  common  goal. 
This  partnership  is  the  first  issue  I  would  like  to  discuss. 


Mr.  Chairman,  one  of  my  lasting  impressions  from  the  tour  of 
your  neighborhood  last  fall  is  the  positive  results  that  a  partner- 
ship of  community  and  industry  can  achieve  when  they  work  to- 
gether. If  we  are  to  successfully  increase  the  flow  of  credit  to  areas 
of  need  in  our  country,  we  must  make  certain  that  we  are  doing 
all  that  we  can  at  the  Federal  level  to  reduce  any  barriers  to  such 
lending. 

We  also  need  to  ensure  that  the  various  Federal,  State,  and  local 
government  programs  are  coordinated  and  accessible  to  all  institu- 
tions and  the  public.  There  are  a  number  of  State  and  Federal  pro- 
grams available  to  assist  an  institution  that  wants  to  develop  a 
neighborhood  or  block  in  its  community,  but  there  is  no  one  place 
that  an  institution  can  go  to  find  out  about  these  programs  and 
services. 

OTS  has  begun  to  address  this  part  of  market  inefficiency  in  our 
affordable  housing  initiative  announced  last  spring.  We  are  com- 
mitted to  encouraging  safe  and  sound  lending  for  affordable  hous- 
ing by  examining  and  removing  any  regulatory  or  programmatic 
barriers  to  such  lending,  and  by  providing  education  and  support 
services  to  institutions  who  are  interested  in  doing  more  affordable 
housing  lending. 

We  are  also  pleased  to  see  the  establishment  of  the  President's 
Fair  Housing  Council  and  look  forward  to  participating  on  that 
group. 

I  believe  that  focusing  on  community  reinvestment  in  a  coopera- 
tive manner  and  eliminating  as  many  market  inefficiencies  as  pos- 
sible will  stimulate  more  community  lending  in  the  long  term. 

The  second  issue  I  would  like  to  discuss  mvolves  the  coverage  of 
CRA  in  general  and  the  role  of  thrift  institutions  in  particular.  The 
thrift  industry  is  making  a  si^ificant  contribution  to  community 
reinvestment  by  providing  credit  and  basic  financial  services. 

A  comparison  of  the  1992  HMDA  data  with  the  1990  and  1991 
data  suggests  that  the  thrift  industry  has  significantly  increased 
its  share  of  total  loans  going  to  low  and  moderate  income 
applicants. 

Another  finding  is  that  the  denial  rates  at  thrifts  for  minorities 
and  low-  and  moderate-income  borrowers  have  declined  in  each  of 
the  last  2  years.  These  are  very  positive  trends.  Nonetheless,  it  is 
important  to  remember  that  the  thrift  industry  is  only  one  small 
segment  of  the  financial  system  that  needs  to  be  mobilized  to  solve 
the  Nation's  housing  problems. 

Since  the  CRA  was  enacted  in  1978,  the  financial  markets  have 
changed  dramatically.  In  the  last  5  years,  the  thrift  industry's  mar- 
ket share  in  one  to  four  family  mortgage  originations  has  dropped 
to  18  percent  as  private  mortgage  companies  and  other  lenders 
have  increased  their  market  shares. 

Third,  the  CRA  proposal  and  its  emphasis  on  performance  may 
have  unintended  and  adverse  effects  on  small  community-based  in- 
stitutions that  are  doing  a  good  job  of  lending  in  their  low-  and 
moderate-income  communities.  These  institutions  have  a  local  pres- 
ence and  knowledge  of  the  local  lending  markets  and  credit  needs. 

Many  community-based  institutions  already  gear  their  business 
toward  predominantly  low-income  areas  and  pride  themselves  on 
the  services  that  they  provide  to  those  communities. 
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As  more  emphasis  is  placed  on  evaluating  lending  performance 
in  low-  and  moderate-income  areas,  other  institutions  are  likely  to 
a^xessively  pursue  greater  market  shares  in  those  areas.  The  re- 
sult may  be  that  large  institutions  may  affect  the  customer  base  of 
small  community-based  institutions. 

Certainly,  such  competition  may  serve  to  lower  the  cost  of  credit 
to  low-  and  moderate-income  consumers.  We  should  welcome  that 
benefit.  On  the  other  hand,  competition  may  challenge  not  only  the 
CRA  performance  of  community-based  institutions  as  measured 
under  the  new  assessment  methods,  but  also  their  very  existence. 

We  are  hopeful  that  we  will  receive  innovative  suggestions  to  in- 
crease the  flow  of  credit  to  distressed  areas,  but  not  in  a  way  that 
inappropriately  disadvantages  the  smaller  community-based  insti- 
tutions that  have  served  these  areas  for  years. 

One  of  my  personal  goals  during  this  reform  process  is  to  dispel 
any  concerns  that  savings  associations  may  have  that  compliance 
with  the  CRA  jeopardizes  safety  and  soundness.  That  is  simply  not 
true.  In  fact,  one  of  the  underpinnings  of  the  proposed  regulation 
is  the  recognition  that  an  institution's  CRA  obligation  must  be  met 
using  prudent  business  practices. 

The  proposal  does  not  encourage  or  expect  a  liberalization  of  un- 
derwriting standards  to  the  detriment  of  safe  and  sound  lending 
principles.  It  does,  however,  encourage  institutions  to  be  innovative 
in  attempting  to  create  products  to  meet  the  various  needs  of  our 
diverse  customer  base. 

In  conclusion,  the  interagency  proposal  is  a  significant  departure 
from  the  way  in  which  the  CRA  has  been  administered  in  the  past. 
As  a  result,  we  expect  substantial  public  comment  on  the  proposal. 
We  would  be  pleased  to  share  what  we  learn  from  those  comments 
with  the  subcommittee  as  the  regulatory  process  continues. 

Again,  I  would  like  to  thank  you,  Mr.  Chairman,  for  your  invita- 
tion and  your  continuing  interest  in  our  reform  efforts.  Working 
with  you  and  your  staff  on  these  difficult  issues  is  also  informative 
and  productive.  I  will  be  pleased  to  respond  to  any  questions  you 
may  have. 

[The  prepared  statement  of  Jonathan  L.  Fiechter  can  be  found  in 
the  appendix.] 

Chairman  Flake.  Thank  you  very  much,  Mr.  Fiechter. 

Last,  but  certainly  not  least,  Mr.  Larry  Lindsey,  Governor  from 
the  Federal  Reserve.  We  are  happy  to  have  you  with  us,  and  we 
thank  you  for  the  many  occasions  that  you  have  shared  with  this 
subcommittee  in  working  through  this  process.  We  would  like  to 
hear  your  testimony  now. 

STATEMENT  OF  LARRY  LINDSEY,  GOVERNOR,  BOARD  OF 
GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 

Mr.  LiNDSEY.  Thank  you  very  much,  Mr.  Chairman,  Congress- 
man Roth.  I  appreciate  the  opportunity  to  appear  before  this  sub- 
committee to  discuss  Community  Reinvestment  Act  reform. 

The  CRA  is  vitally  important  to  ensuring  that  all  segments  of 
communities  have  access  to  adequate  credit  to  help  meet  their 
needs.  We  at  the  Federal  Reserve  Board  believe  that  the  law  has 
produced  substantial  benefits,  even  though  it  has  not,  nor  should 
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it  be  expected  to  have,  cured  all  of  the  problems  that  plague  many 
of  our  cities. 

As  you  know,  however,  the  Federal  financial  institution  regu- 
latory agencies  are  actively  engaged  in  an  effort  to  reform  CRA  by 
amending  our  regulations.  We  hope  to  make  them  more  objective 
and  the  ratings  under  them  more  uniform,  while,  at  the  same  time, 
impose  less  paperwork  burden. 

This  effort  is  a  challenging  one;  it  involves  a  substantial  commit- 
ment by  the  agencies  and  encompasses  many  difficult  issues.  We 
also  are  very  conscious  of  the  fact  that  what  we  do  could  signifi- 
cantly affect  financial  institutions  and  the  public  alike,  and  that 
care  must  be  exercised  for  such  an  important  project. 

As  we  are  midway  in  the  process  and  still  receiving  comments 
from  the  public,  I  have  to  say  that  our  report  this  morning  will  be 
somewhat  preliminary. 

In  the  course  of  our  review  of  CRA,  we  have  heard  from  many 
consumer  and  community  groups  about  how  valuable  the  law  has 
been  in  getting  credit  extended  in  low-  and  moderate-income  areas. 
Some  groups  put  the  success  of  CRA  at  $30  billion,  which  they  esti- 
mate to  be  the  level  of  CRA  commitments  for  new  credit.  And  to 
date,  this  has  occurred  with  a  comparatively  light  hand  from 
Washington. 

Indeed,  one  of  the  strengths  of  the  present  system  is  that  it  al- 
lows great  flexibility  in  fashioning  programs  to  meet  the  different 
and  changing  credit  needs  of  this  country's  diverse  communities. 

My  colleagues  have  discussed  our  efforts  in  some  detail,  and  so 
in  the  interest  of  time,  I  would  like  to  focus  my  comments  on  our 
concerns  with  the  process.  We  have  developed  the  proposed 
changes  to  our  CRA  regulations  in  conjunction  with  the  other 
agencies. 

During  the  comment  period,  I  have  paid  particular  attention  to 
questions  or  complaints  about  the  details  of  implementation,  and  of 
unintended  consequences  from  how  the  proposal  will  work  in  prac- 
tice. I  am  committed  to  making  sure  that  the  regulations  we  finally 
adopt  will  work.  We  will  do  no  one  any  favor  by  promulgating  a 
rule  which  is  operationally  untenable. 

You  asked  in  your  invitation  how  we  balance  the  competing  in- 
terests of  financial  institutions  and  community  development  ex- 
perts in  developing  the  CRA  reform  proposal.  I  would  like  to  think 
that  in  most  respects  their  interests  are  consistent  rather  than  at 
odds.  Both  want  local  lending  institutions  to  have  the  capacity  to 
effectively  serve  their  communities  over  the  long  term.  Both  also 
have  a  common  interest  in  a  CRA  evaluation  system  that  is  fair 
and  consistent  and  avoids  unnecessary  paperwork. 

To  be  sure,  community  groups  may  favor  more  data  collection, 
greater  public  participation,  and  more  stringent  accountability  than 
some  lenders.  But  on  balance,  I  believe  there  is  a  greater  com- 
monality of  interests  among  the  groups  in  their  goals  of  reform 
than  is  often  assumed. 

Still,  some  of  the  points  of  difference  seem  unavoidable  in  a  pro- 
posal as  comprehensive  and  as  complicated  as  ours.  I  can  assure 
you  that  we  all  have  struggled  throughout  this  process  to  achieve 
an  appropriate  balance  to  the  competing  interests  where  it  does 
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exist.  How  well  we  have  done  will  be  judged  by  the  public  in  the 
comment  process. 

Given  Comptroller  Ludwig's  description  of  the  proposal  for  the 
subcommittee,  let  me  review  some  of  the  details.  As  is  well  known, 
however,  the  Board  joined  the  other  agencies  in  seeking  public 
comment  on  the  proposal,  despite  having  a  variety  of  concerns. 

Let  me  turn  to  my  Board  colleagues'  concerns. 

The  proposal  is  intended  to  provide  greater  certainty  to  institu- 
tions in  the  type  of  evaluation  they  might  expect  to  receive,  pri- 
marily based  on  their  performance  relative  to  others.  Yet,  measur- 
ing an  institution's  performance  against  other  lenders  in  the  serv- 
ice area  at  yearend  means  that  standards  necessarily  will  be  fluid 
from  year  to  year. 

Moreover,  the  terms  used  to  describe  different  levels  of  perform- 
ance include  "roughly  comparable,"  "significant  amounts,"  and 
similar  words  that  are  anything  but  precise. 

Now,  these  general  standards  were  proposed  in  part  to  reflect  the 
diversity  of  Asnenca,  its  inner  cities,  and  credit  markets.  Still,  in- 
stitutions will  have  to  speculate  about  the  activities  of  their  com- 
petitors, and  examiners  will  be  forced  to  interpret  these  terms  on 
a  case-by-case  basis  when  evaluating  individual  institutions. 

To  some  extent,  therefore,  we  remain  plagued  by  the  dilemma  of 
how  to  provide  better  guidance  and  certainty  in  the  CRA  area  with- 
out reducing  needed  flexibility. 

Second,  the  new  data  collection  requirement  is  a  significant  one. 
It  is  important  to  the  goal  of  making  the  CRA  process  more  quan- 
tifiable, yet  it  could  be  very  costly.  For  covered  commercial  banks, 
our  staff  estimates  the  annual  cost  for  the  small  business  portion 
of  the  data  collection  process  alone  could  approach  $21  million.  In 
all,  about  3,400  institutions  will  be  required  to  gather  new  data. 

It  is,  therefore,  a  fair  question  whether  it  is  desirable  to  impose 
the  burden  of  the  new  data  collection  system  since  so  much  subjec- 
tivity necessarily  is  also  a  key  part  of  the  new  system. 

Third,  the  appropriateness  of  the  streamlined  review  procedure 
for  small  institutions  under  $250  million  in  assets  will  surely  be 
questioned  in  the  comments,  as  well  as  the  impact  of  the  presump- 
tion that  such  small  institutions  have  a  quote,  "reasonable"  loan- 
to-deposit  ratio  if  it  is  60  percent. 

We  have  heard  from  the  small  banks  who  commented  on  the  pro- 
posal thus  far,  that  this  is  an  unrealistically  high  loan-to-deposit 
ratio  for  them,  especially  for  good  quality  loans,  and  we  have  some 
concerns  that  small  institutions  who  want  to  benefit  from  the 
streamlined  CRA  review  might  be  forced  to  imprudently  change 
their  lending  standards  in  order  to  meet  this  presumption. 

Fourth,  there  are  other  controversial  and  possibly  problematic 
aspects  to  our  proposal,  such  as  whether  the  alternative  evaluation 
for  banks  with  preapproved  plans  is  workable,  and  whether  we  in 
fact  should  be  treating  institutions  receiving  low  ratings  as  in  vio- 
lation of  the  regulation  and  subject  to  our  enforcement  authority. 

These  issues  will  also  receive  considerable  attention  by  us,  and 
I  hope  by  the  public. 

Last  fall  when  asked  about  legislative  reform,  I  testified  that 
since  we  were  in  the  middle  of  a  comprehensive  agency  review  of 


13 

CRA,  we  did  not  favor  proceeding  with  legislation  that  was  being 
considered  by  the  subcommittee. 

I  would  again  counsel  against  pursuing  legislative  amendments 
to  CRA  until  we  see  how  our  regulatory  solution  responds  to  the 
public  concerns  that  I  have  just  outlined.  Ultimately,  there  may  be 
need  for  changes  in  the  law,  but  it  seems  too  early  to  make  that 
judgment  at  this  time. 

In  conclusion,  Mr.  Chairman,  we  have  been  afforded  a  unique  op- 
portunity to  step  back  and  take  a  fresh  look  at  the  enforcement  of 
one  of  the  most  important  and  promising,  yet  controversial  laws 
affecting  financial  institutions.  In  proposing  comprehensive  regu- 
latory reform  of  CRA,  we  have  been  highly  aggressive  in  our  ap- 
proach, and  our  efforts  are  bound  to  generate  a  good  deal  of  con- 
cern. Although  I  take  a  pride  of  authorship,  given  the  time  I  have 
invested  along  with  my  colleagues,  I  am  not  unalterably  wedded  to 
this  specific  proposal. 

If  the  public  comment  points  out  serious  flaws,  particularly  in 
the  areas  of  operations  or  implementation,  or  if  better  ideas 
emerge,  I  am  perfectly  willing  to  recommend  to  my  fellow  regu- 
lators and  members  of  the  Board  of  Governors  that  we  return  to 
the  drawing  board. 

We  should  not  hesitate  to  do  so  if  that  is  the  only  way  to  ensure 
to  the  public  that  we  have  done  the  best  job  possible. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Larry  Lindsey  can  be  found  in  the 
appendix.] 

Chairman  Flake,  Thank  you  very  much,  Mr,  Lindsey, 

And  as  most  of  us  know,  I  had  put  forth  a  piece  of  legislation 
early  on  that  was  withdrawn,  largely  because  I  felt  with  some  de- 
gree of  confidence  that  this  group  would  be  able  to  work  together 
to  bring  us  to  a  certain  point  without  having  to  do  legislation,  as 
you  suggest  we  should  not  do  at  this  point. 

However,  even  as  I  listen  to  your  testimony,  one  reason  for  the 
initial  thrust  toward  legislation  was  in  part  because  I  anticipated 
firom  all  agencies  much  more  responses  similar  to  the  ones  that  you 
are  giving  now. 

You  have  balanced  off  these  questions  without  a  whole  lot  of  an- 
swers as  it  relates  to  what  you  see  in  the  future,  the  ambiguities, 
speculations,  cost  of  data  collections,  what  happens  to  small  insti- 
tutions, $250  million  and  below,  and  whether  there  should  be  an 
alternative  plan, 

I  think  as  we  reevaluate  what  has  happened  in  most  of  these 
communities,  the  proposal  itself,  would  you  agree,  takes  us  a  long 
way  in  terms  of  giving  a  focus  to  this  problem  that  has  not  been 
evidenced  since  the  point  of  its  introduction  of  the  CRA  community 
reinvestment  introduction  of  legislation  so  many  years  ago? 

Mr,  Lindsey,  I  agree  completely.  Congressman, 

Chairman  Flake,  And  to  the  questions  that  you  raise  outside  of 
public  comment,  are  there  any  counterproposals  on  the  table  at  this 
point,  or  were  they  offered  as  a  minority  report  during  the  course 
of  this  drafting? 

Mr,  Lindsey,  Well,  I  don't  have  any  counterproposals,  I  think  as 
my  colleagues  pointed  out,  we  thought  we  made  a  very  good  faith 
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effort  in  meeting  all  of  these  competing  objectives.  And  I  said  that 
about  the  report,  and  I  believe  that. 

However,  we  also  don't  believe  it  is  perfect. 

Chairman  Flake.  Right. 

Mr.  LiNDSEY.  And  we  don't  have  a  monopoly  on  wisdom  up  here, 
and  I  hope  that  the  very  wise  people  in  the  country  who  may  see 
a  better  way  of  doing  things,  of  achieving  the  same  ends,  will  com- 
ment, and  hopefully,  they  may  have  thought  of  something  that  we 
haven't  to  meet  these  very  difficult  competing  objectives. 

Unless  we  do  have  concrete  and  workable  alternatives  put  for- 
ward, I  think  that  we  have  probably  done  the  best  job  possible  of 
balancing  the  various  competing  problems. 

I  wouldn't  have  recommended  to  my  colleagues  that  we  put  the 
report  out  for  comment  if  I  didn't  think  that  was  the  case.  But  I 
think  the  public  comment  period  will  prove  very,  veiy  valuable  in 
seeking  the  wisdom  of  others  in  the  industry  to  hopemlly  even  im- 
prove on  what  we  have  done. 

Chairman  Flake.  Is  it  the  consensus  among  all  of  the  agencies 
that  there  is  no  need  for  legislative  reform  at  this  point? 

Mr.  FlECHTER.  Yes. 

Chairman  Flake.  There  is  consensus  to  that? 

Mr.  FlECHTER.  Yes,  sir. 

Chairman  Flake.  I  would  like  for  you  to  talk,  each  of  you,  Ms. 
Norris  representing  FDIC,  and  those  who  have  testified,  just  your 
record  as  it  relates  to  your  agency's  internal  restructuring  to  ac- 
commodate the  new  CRA  exam. 

What  kind  of  internal  structure  have  you  put  in  place  or  do  you 
anticipate  putting  in  place  to  meet  this  particular  need? 

Ms.  Norris.  I  think  we  are  positioned  fairly  well  to  implement 
this.  We  have  been  working  over  the  last  several  years,  starting 
specifically  in  1990  toward  strengthening  our  compliance  efforts. 

We  now  have  a  core  of  about  300  examiners  who  are  focused  ex- 
clusively on  the  compliance  area.  They  receive  specialized  training 
in  compliance,  and  in  particular  CRA.  In  fact  we  have  a  course 
coming  up  in  2  weeks  where  we  will  begin  the  process  of  really  re- 
inforcing to  them  that  the  effort  that  they  should  be  focusing  on  is 
results,  not  on  process,  recognizing  we  still  are  operating  under  the 
existing  regulations,  but  it  is  clear  that  our  focus  needs  to  change 
to  results. 

And  we  are  going  to  begin  that  with  our  core  group  of  examiners 
who  are  coming  in  for  training  in  the  next  couple  of  weeks. 

Additionally,  we  have  our  Community  Affairs  Officer  Program 
which  is  now  fully  staffed.  We  have  just  added  a  lending  specialist 
in  each  of  our  eight  regional  offices.  Their  only  job  is  the  fair  lend- 
ing laws,  fair  housing  and  home  mortgage  disclosure.  Thos?  are  the 
laws  that  they  focus  on. 

Finally,  we  have  just  in  the  last  week  appointed  an  assistant  re- 
gional director  for  compliance  in  each  of  the  eight  regional  offices. 
Previously,  those  individuals  also  had  additional  responsibility, 
consumer  safety  and  soundness,  additional  responsibility  in  admin- 
istration; it  varied.  But  now  in  each  we  have  a  senior  manager  who 
is  only  devoted  to  the  compliance  area. 

Chairman  Flake.  May  I  ask  each  person  responding  to  also  indi- 
cate how  the  agency  has  dealt  with  the  question  of  diversity  in  the 
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staffing  as  a  part  of  this  process,  because  I  am  one  who  does  not 
believe  that  it  can  be  done  exclusively  by  any  one  ethnic  group,  but 
that  those  persons  who  have  some  relationship  to  some  of  the  com- 
munities that  are  expected  to  be  impacted  by  the  legislation  must 
have  some  representation,  even  at  the  staffing  levels. 

Mr.  LUDWIG.  First  of  all,  we  are  going  through  a  major  overhaul 
at  the  OCC  in  the  area  of  compliance  examiners.  We  don't  believe 
we  were  doing  an  adequate  job  before.  We  will  be  increasing  the 
number  of  examiners  in  this  area  from  150  in  1993  to  roughly  410 
by  the  end  of  this  year.  Thev  will  be  largely  shifted  from  tne  other 
areas  of  responsibility,  but  tnere  will  also  be  a  number  of  new  com- 
pliance examiners  hired. 

Second,  we  are  very  mindful  that  this  new  approach  will  take  a 
much  more  serious  and  coordinated  focus  to  eliminate  inconsist- 
encies. We  are  planning  to  have  a  review  process. 

As  to  the  need  for  diversity,  I  couldn't  agree  with  you  more.  We 
have  been  focusing  very  heavily  on  having  a  diverse  population  in 
the  compliance  area  as  well  as  throughout  the  OCC.  I  think  that 
is  essential.  Moreover,  we  are  also  implementing  a  diversity  pro- 
gram within  the  organization  called  Managing  Diversity  that  pro- 
motes not  only  a  diverse  population,  but  having  a  workplace  that 
fosters  diversity  in  and  of  itself. 

Chairman  Flake.  We  can  go  back  to  Ms.  Norris. 

Ms.  NoRRis.  Back  on  the  diversity.  We  have  taken  a  number  of 
steps  recently.  We  have  recently  revised  our  EEO  policy  to  be  very 
specific  in  the  area  of  diversity  in  our  employment,  much  more  so 
than  it  was  in  the  past. 

We  would  be  happy  to  provide  you  with  a  copy  of  that  revised 
statement.  Additionally,  we  have  been  doing  multicultural  aware- 
ness training  over  the  past  year  for  all  of  our  staff  across  the  coun- 
try, and  we  are  going  to  be  implementing  at  the  Washington  level 
for  all  senior  staff  whether  or  not  they  are  involved  in  actual  on- 
site  examinations  or  not. 

Chairman  Flake.  Not  only  multicultural,  but  gender  orientations 
as  well,  I  would  hope. 

Ms.  Norris.  That  is  actually  included  in  the  course.  It  is  called 
multicultural  awareness,  but  it  addresses  gender  as  well,  and  of 
course,  we  are  particularly  sensitive  to  that. 

Chairman  Flake.  As  a  part  of  the  theological  community,  we  are 
constantly  addressing  whether  God  is  a  he  or  a  her,  so  we  have  to 
be  concerned  about  these  issues. 

Mr.  Fiechter. 

Mr.  Fiechter.  We  have  for  several  years  had  a  separate  compli- 
ance function,  apart  from  the  safety  and  soundness,  and  from  that 
standpoint,  I  am  relatively  comfortable  with  the  way  the  system  is 
organized. 

In  terms  of  the  diversity  in  the  staffing,  as  you  may  know,  for 
the  last  several  years  our  effort  has  been  downsizing.  We  have  had 
a  hiring  freeze  on  so  that  in  terms  of  at  least  bringing  new  employ- 
ees on  as  a  way  of  broadening  the  diversity  of  our — of  compliance 
examiners  in  particular,  that  is  very  difficult. 

Roughly  30  percent  of  our  compliance  examiners  right  now  are 
minorities,  which  I  think  is  actually  a  greater  proportion  than  the 
OTS  as  a  whole.  The  effort  that  I  think  we  all  have  to  undertake 
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as  Bobby  Jean  and  Gene  both  mentioned  is  training.  And  assuming 
that  we  go  forward  with  a  new  CRA  approach  similar  to  what  we 
have  proposed,  I  think  we  all  will  have  to  undertake  a  massive  ef- 
fort to  sort  of  turn  the  ship  around  from  the  approach  that  we  have 
taken  before.  Not  only  our  examiners,  but  also  many  of  the  institu- 
tions will  need  a  lot  of  help  as  to  what  is  expected  going  forward. 

I  think  that  a  benefit  of  objective  standards  is  that  the  institu- 
tions will  have  a  better  sense  of  what  is  required.  But  there  is 
enough  flexibilitv  in  the  proposed  rule  so  that  we  will  have  to  pro- 
vide a  lot  of  guidance. 

Chairman  Flake.  Thank  you. 

Mr.  Lindsey. 

Mr.  Lindsey.  Yes.  The  Fed  has  always  had — well,  not  always,  at 
least  for  the  last  10  or  15  years  a  separate  compliance  function.  We 
are  the  only  agency  that  was  organized  that  way.  And  we  there- 
fore, because  our  compliance  examiners  were  separate,  I  think  that 
was  very  helpful  in  the  enforcement  process. 

We  have,  with  regard  to  diversity,  I  don't  have  the  numbers  with 
me.  I  brought  them  to  my  last  testimony,  but  I  forgot  to  bring  them 
this  time,  but  I  will  be  happy  to  provide  them  for  the  record. 

Chairman  Flake.  All  right. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Mr.  Lindsey.  We  also  have  an  effort  under  Ms.  Lynn  Fox  of  our 
staff  to  make  sure  that  we  increase  diversity,  not  only  throughout 
the  staff,  but  particularly  in  senior  positions. 

Chairman  FLAKE.  The  Chairman  and  I  have  had  a  discussion  on 
that  matter,  and  I  would  hope  that  as  those  concerns  he  has  laid 
before  me  that  as  you  address  them,  looking  in  those  areas  of  the 
marketplace  that  I  have  suggested,  you  might  be  able  to  find  some 
of  the  talent  that  some  of  the  agencies  suggest  is  not  there,  and 
hopefully,  you  know,  if  we  can  be  helpful,  we  would  like  to.  Be- 
cause I  know  his  interest  in  resolving  this  matter,  and  I  was  at  a 
recent  hearing,  I  guess  it  was  Mr.  Kennedy's  subcommittee,  where 
there  was  really  a  sense  that  there  was  not  a  real  good  faith  at- 
tempt on  the  part  of  the  Fed. 

So  I  would — ^mine  is  not  to  beat  you  with  a  whip,  but  rather  to 
give  whatever  assistance,  because  I  think  we  all  understand  this 
is  a  great  necessity  if  we  are  really  going  to  resolve  the  problems, 
where  we  don't  even  have  to  ultimately  deal  with  this  question,  it 
ought  to  solve  itself,  because  it  is  the  right  thing  for  us  to  do. 

Mr.  Roth,  Happy  New  Year. 

Mr.  Roth.  Thank  you,  Mr.  Chairman.  Happy  New  Year  to  you 
and  to  everyone  else. 

Chairman  Flake.  Welcome.  We  are  happy  to  see  you  this  morn- 
ing. You  have  been  to  Wisconsin  to  the  milk  and  cheese  factories. 

Mr.  Roth.  Yes,  I  have,  and  people  are  working  very  hard  back 
there,  and  they  are  having  a  heat  wave. 

Chairman  Flake.  I  see.  So  you  escaped. 

Mr.  Roth.  That  is  right. 

Chairman  Flake.  I  see.  We  are  happy  to  see  you.  Love  to  recog- 
nize you  at  this  time. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

I  see  we  have  a  host  of  great  witnesses  here  this  morning.  I 
think  I  will  start  with  Mr.  Lindsey.  Maybe  you  can  help  me  a  little 
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bit.  When  you  were  answering — when  you  were  giving  your  testi- 
mony, I  said  to  myself,  that  man  is  a  real  artist,  I  wish  I  could 
answer  a  question  like  that  back  in  the  stump  when  I  am 
campaigning. 

You  feel  that  there  is  no  need  for  additional  legislation,  as  I  un- 
derstand it,  but  you  were  going  to  work  out  these  problems  through 
regulations,  if  I  interpret  your  testimony  correctly. 

Mr.  LiNDSEY.  I  certainly  believe  that  at  the  moment,  sir.  I  think 
we  have  tried  our  best. 

Mr.  Roth.  I  have  no  argument  with  that,  I  am  just  trying  to  see 
if  I  understand  you  correctly. 

I  am  concerned  somewhat,  you  had  mentioned  details  and  unin- 
tended consequences.  I  think  it  is  easy  for  us  to  say,  yes,  we  are 
going  to  look  at  the  multicultural  sensitivities,  and  we  have  to  do 
that,  there  is  no  doubt  about  it,  and  we  should  be  doing  that,  gen- 
der and  everything  else. 

But  I  am  also  concerned  about  the  regulations  and  the  costs  of 
compliance.  You  know,  I — it  is  one  thing  to  say  one  thing  on  Cap- 
itol Hill.  It  is  quite  another  to  walk  into  the  lending  institutions, 
whether  they  be  in  the  Midwest  or  East  or  whatever,  and  I  walk 
into  a  lot  of  them  serving  on  this  subcommittee,  and  every  one  I 
walk  into  people  would  say,  when  are  you  going  to  do  something 
about  all  of  these  regulations? 

We  have  files  like  this  to  sign;  everyone  signs  and  no  one  ever 
reads  them,  and  this  paper  burden  that  the  President  has  talked 
about.  I  think  it  is  important.  I  would  like  to  have  you  address  that 
in  relation  to  this  format. 

Mr.  LiNDSEY.  Congressman,  I  am  very  sensitive  to  what  you  just 
said.  One  of  our  objectives  was,  if  possible,  to  reduce  the  paperwork 
burden  involved  in  CRA.  I  think  in  a  lot  of  ways  we  have.  For  ex- 
ample, as  I  went  around  the  country,  both  during  the  hearings  and 
before,  the  main  complaints  we  got  about  CRA  paperwork  focused 
on  two  areas. 

The  first  was  ascertaining  community  needs,  where  the  bank  was 
asked  to  go  out  and  see  what  the  community  wanted.  This  led  in 
some  instances  to  bankers  actually  recording  every  meeting  they 
had  ever  had  with  anyone.  That  is  frankly  useless.  We  thought  it 
was  useless. 

Mr.  Roth.  Well,  they  have  to  protect  themselves,  don't  they, 
when  the  examiners  come?  I  mean  this  goes  to  the  heart  of  the 

Mr.  LiNDSEY.  Well,  one  of  the  key  advantages  in  what  we  have 
just  proposed  is  we  have  eliminated  that  function.  We  no  longer  are 
requiring  banks  to  go  out  and  ascertain  and  document  the  credit 
needs  of  their  community.  This  is  again  one  of  the  big  areas  of 
complaint. 

Now,  obviously,  any  businessperson  is  going  to  have  to  know  the 
market.  We  are  not  going  to,  though,  have  them  prove  to  us  that 
they  know  the  market.  In  my  mind,  the  fact  that  they  are  still  in 
business  indicates  that  they  have  a  pretty  good  indication  of  the 
market. 

And  so  that  whole  area  of  paperwork,  which  is  where  we  were 
getting  so  many  complaints,  we  have  eliminated,  and  I  think  that 
is  a  real  step  forward. 
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The  second  change  here  has  to  do  with  the  streamhned  examina- 
tion of  the  small  banks.  I  think  this  is  one  of  our  more  controver- 
sial proposals.  There  is  no  question  that  larger  institutions  have 
more  paper  to  deliver,  because  we  are  asking  them  to  document  all 
of  the  loans  they  make  in  a  lot  more  areas. 

Because  of  that  fact,  we  were  very  sensitive  to  the  fact  that  ask- 
ing a  small  institution  to  do  what  we  are  asking  the  large  institu- 
tions to  do  would  prove  quite  burdensome.  And  so  one  of  the  rea- 
sons that  we  have  the  small  institution  streamlined  procedure  in 
there  is  exactly  to  address  that  issue. 

Now,   I  know  that  a  lot  of  community  groups  and  consumer 

f  roups  are  very  concerned  about  that  streamlined  procedure,  but  I 
0  think  that  it  would  be  very  difficult  for  us  to  impose  the  same 
kind  of  paperwork  burden  on  a  lot  of  the  smaller  banks  in  your  dis- 
trict in  Wisconsin  as  we  impose  on  some  of  the  giant  banks.  I  just 
think  it  is  unfair  and  unworkable. 

And  so  I  think  the  second  major  paperwork  improvement  in  this 
proposal  is  the  streamlined  examination  for  the  smaller  banks. 

Mr.  Roth.  Well,  if  you  are  going  to  do  a  streamlined  examination 
of  the  smaller  banks,  I've  got  no  problem  with  that.  But  can  you 
run  this  by  me  again,  why  don't  you  have  streamlined  for  the  larg- 
er banks,  if  it  is  good  for  the  small  banks,  why  wouldn't  it  be  for 
the  larger  banks? 

Mr.  LiNDSEY.  Again,  everyone  benefits  from  the  fact  that  they 
don't  have  to  document  the  established  community  needs.  I  think, 
however,  that  when  you  are  asking  a  bank  to  provide  the  detailed 
geographic  analysis  that  we  are,  I  think  the  total  volume  of  paper 
will  go  up. 

Now,  if  we  had  come  forward  with  this  proposal  in  1983,  much 
less  1973  or  1963,  I  would  have  to  tell  you  I  would  think  it  would 
be  totally  unworkable.  We  have  computers  now.  I  am  convinced 
that  the  software  exists  so  that  although  the  mountain  of  paper 
that  is  out  there  is  great,  and  there  are  probably  going  to  be  a  lot 
of  keypunch  operators  keying  in  the  numbers,  that  it  is  a  manage- 
able cost  for  the  larger  institutions. 

Why  did  we  do  it?  Well,  we  have  a  problem.  We  are  being  asked, 
by  banks,  community  groups,  and  the  President,  to  have  a  more  ob- 
jective, quantifiable  CRA.  Well,  unfortunately,  if  you  are  going  to 
have  a  quantifiable  anything,  you  have  to  collect  numbers. 

And  that  is  exactly  the  dilemma  we  are  in.  We  are  trying  very 
hard  to  make  sure  we  collect  the  numbers  we  need  without  swamp- 
ing the  process  with  numbers. 

Mr.  Roth.  Well,  I  do  appreciate  your  testimony,  but  I  am  going 
to  ask  our  chairman  to  have  some  of  the  smaller  banks  and  the 
larger  banks  appear  here  on  this  issue,  because  I  want  other  people 
to  hear  what  I  hear  when  I  go  into  our  smaller  banks  and  into  our 
lending  institutions  about  some  of  the  problems  that  they  are 
having. 

Yes,  we  have  to  be  sensitive  as  we  talked  about  multiculturism 
and  the  like,  but  I  want  to  make  sure  that  we  have  a  good  bal- 
anced testimony  here,  and  allow  them  to  appear  before  the  sub- 
committee too. 

Chairman  Flake.  We  will  have  them  on  tomorrow,  Mr.  Roth,  and 
so  we  look  forward  to  hearing  from  them. 
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Mr.  Roth.  I  just  have  a  couple  more  questions,  Mr.  Chairman. 

We  talked  about — I  think  it  was  you  that  mentioned,  (Jene,  no 
quotas  involved. 

Mr.  LUDWIG.  Yes. 

Mr.  Roth.  How  do  you  go  about,  if  you  do  not  have  a  quota  sys- 
tem, or  don't  you  have  to  have  some  sort  of  a  gauge  as  to  whether 
one  institution  is  complying  or  not? 

Mr.  LuDWiG.  If  you  might  allow  me  before  I  address  that,  I  want 
to  make  one  comment  about  the  large  bank  data  collection  require- 
ment in  the  CRA  proposal. 

A  number  of  banks  have  told  me  that  they  already  collect  these 
data.  Thus,  for  a  number  of  our  largest  institutions,  there  is  no  in- 
creased burden.  Other  institutions  have  told  me  it  really  is  no  big 
deal.  They  have  computer  capabilities  such  that  simply  putting  in 
a  couple  of  codes  is  not  a  great  burden.  Moreover,  as  Grovemor 
Lindsey  pointed  out,  for  the  largest  institutions,  there  is  a  reduc- 
tion of  burden  in  terms  of  what  they  assess — whether  they  docu- 
ment going  to  meetings,  for  example.  So,  at  the  worst,  the  largest 
institutions  are  seeing  a  shifting  of  burden,  but  for  the  system  as 
a  whole,  particularly  as  a  result  of  the  small  bank  reduction,  there 
is  an  overall  reduction  of  burden. 

Now,  to  answer  your  question  on  subjectivity.  We  were  asked  to 
move  in  a  more  objective  direction.  Currently,  there  are  12  assess- 
ment factors,  and  all  but  three  are  totally  subjective.  We  have  re- 
placed the  12  factors  with  3  factors  based  on  hard  information.  It 
is  very  simple.  Are  you  making  loans?  Are  you  making  invest- 
ments? Are  you  providing  services?  So  the  basis  for  the  evaluation 
is  objective. 

We  have  put  into  the  rule  several  what  I  would  call  screens,  not 
tests.  They  are  presumptions  that  attempt  to  differentiate  the 
sheep  from  the  goats,  so  there  is  an  evaluative  process.  But  the 
rule  is  meant  to  be  very  open  to  diverse  situations,  so  that  you 
don't  set  a  quota.  Consequently,  there  is  an  opportunity  to  have  ex- 
aminers and  review  panels  look  at  the  facts  with  a  great  deal  of 
subjectivity. 

You  can  t  have  a  totally  objective  system  without  going  to  credit 
allocation  or  quotas.  We  have  stepped  well  back  from  that.  We 
have  moved  the  system  well  along  the  objective  line,  but  we  have 
stepped  back  from  quotas  and  credit  allocation. 

Mr.  Roth.  Thank  you. 

Mr.  Chairman,  I  just  have  one  more  question,  if  I  may. 

Chairman  Flake.  You  may  proceed,  sir. 

Mr.  Roth.  Thank  you.  The  reason  I  think  many  of  us  are  con- 
cerned about,  you  know,  rules  and  regulations  is  because  we  had 
quite  a  crisis  in  the  S&L  banking  industry  in  the  last  number  of 
years,  and  we  should  have  learned  that  we  nave  to  look  ahead. 

This  is  the  Oversight  Subcommittee,  quite  frankly,  and  we  have, 
I  think,  some  very  important  obligations.  Congress,  in  my  opinion, 
has  never  really  looked — ^had  enough  oversight,  as  far  as  I  am  con- 
cerned, and  I  think  this  came  out  in  the  financial  disasters,  not 
that  Congress  was  responsible  for  that,  but  I  always  thought  that 
Congress  should  have  been  more  sensitive  to  it. 

Mr.  Fiechter,  is  that  right? 

Mr.  Fiechter.  Yes. 
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Mr.  Roth.  You  are  the  Acting  Director  of  the  Office  of  Thrift  Su- 
pervision; is  that  right? 

Mr.  FlECHTER.  Correct. 

Mr.  Roth.  Now,  as  a  member  of  the  Thrift  Deposit  Protection 
Oversight  Board;  you  serve  on  that,  right? 

Mr.  FlECHTER.  Yes. 

Mr.  Roth.  Recently,  in  December,  you  received  a  letter  from  the 
minority  members  requesting  documents  and  so  on  related  to  the 
failure  of  the  Madison  Guaranty  Savings  and  Loan? 

Mr.  FlECHTER.  I  received  them  in  my  capacity  as  Director  of 
OTS. 

Mr.  Roth.  Did  you  send  those  documents  over  to  the  committee? 

Mr.  FlECHTER.  No.  We  sent  a  letter  back — we  didn't  actually  re- 
ceive a  letter  from  the  committee;  we  received  a  letter  from 

Mr.  Roth.  From  the  minority  members  with  the  approval  of  the 
chairman  of  the  committee. 

Mr.  FlECHTER.  Congressman  Leach  of  the  committee  asking  that 
we  provide  access  to  his  staff  to  all  of  the  information  we  had  relat- 
ed to  Madison  Guaranty,  and  I  wrote  a  letter  back  to  Congressman 
Leach  sajdng  that  we  would  provide  access  to  the  material  that 
OTS  had,  with  the  exception  that  the  material  that  we  considered 
confidential,  which  was  the  examination  material  and  the  associ- 
ated work  papers,  we  would  not  be  able  to  give  access  to  him. 

It  had  been  the  policy,  longstanding  policy  of  OTS  that  examina- 
tion reports  and  related  work  papers  were  confidential,  and  there- 
fore, not  something  that  we  would  make  public. 

The  exception  was  GAO  had  a  statutory  authority  to  access  these 
papers,  and  that  we  had  also  made  access  available  to  the  House 
and  Senate  Banking  Committees  in  recent  years.  I  believe  that  the 
committees  actually  have  statutory  authority  to  them,  and  so  at 
the  request  of  committees,  we  and  the  other  agencies  have  also 
made  that  kind  of  information  accessible. 

We  have  consistently,  and  I  believe  this  is  the  policy  of  all  of  the 
banking  agencies,  not  made  confidential  information  available  to 
members  of  the  committees. 

Mr.  Roth.  Yes,  but  this  was  not  a  request  by  the  members  of  the 
committee,  this  was  a  request  by  the  minority  with  the  approval 
of  the  chairman  of  the  committee. 

Mr.  FlECHTER.  At  least  at  this  stage.  Congressman 

Chgiirman  Flake.  If  the  gentleman  will  suspend  and  yield 

Mr.  Roth.  I  was  going  to  have  him  answer  that  question  because 
I  think  it  is  very  important.  I  don't  mind  yielding. 

Chairman  Flake.  That  is  the  chairman  of  the  whole  committee, 
the  whole  Banking  Committee? 

Mr.  Roth.  Yes. 

Chairman  Flake.  It  was  not  a  matter  of  the  Subcommittee  on 
Oversight  and  Investigations? 

Mr.  Roth.  That  is  right. 

Chairman  Flake.  All  right.  And  I  would  suppose  that  at  some 
point  Mr.  Fiechter  would  probably  be  before  that  committee,  and 
that  might  be  the  more  appropriate  forum,  since  we  are  dealing 
specifically  with  CRA  regulation  and  the  proposal  that  they  have 
before  us. 
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My  concern  is  that  we  get  this  matter  before  this  subcommittee 
so  that  we  might  be  able  to  know  how  to  proceed. 

Mr.  Roth.  I  appreciate  that,  Mr.  Chairman.  But  with  your  per- 
mission, I  would  like  to  just  get  this — I  just  have  one  question  I 
would  like  to  get  answered.  Thank  you. 

Chairman  Flake.  One  question. 

Mr.  Roth.  This  Madison  cost  the  American  taxpayers  $60  mil- 
lion. How  do  you  expect  this  subcommittee  to  do  its  oversight 
obligations  to  the  American  taxpayers  if  you  won't  give  the 
information? 

Chairman  Flake.  Mr.  Roth,  again,  I  think  that  that  issue  is  not 
before  this  subcommittee  at  this  time.  What  is  before  this  sub- 
committee is  the  regulatory  proposal  that  has  been  presented  by 
the  representatives  of  the  four  regulatory  agencies 

Mr.  Roth.  Mr.  Chairman,  that  is  all 

Chairman  Flake.  Of  the  government. 

Mr.  Roth.  That  is  all  true,  but  the  point  is  that  we  have  OTS 
in  front  of  us,  and  I  think 

Chairman  Flake.  They  are  not  here  for  that  purpose,  and  I 
would  rule  that  question  out  of  order.  This  is  not  the  purpose  of 
this  subcommittee,  and  we  will  not  use  this  subcommittee  for  that 
purpose  until  such  time  as  we  would  call  a  hearing  to  deal  with 
that. 

Mr.  Roth.  Well,  Mr.  Chairman 

Chairman  Flake.  And  that  is  not  what  we  are  doing  today. 

Mr.  Roth.  Mr.  Chairman,  if  we  wait  for  a  hearing,  we  will  wait 
for  doomsday,  because  we  will  never  have  a  hearing  on  that,  and 
that  is  precisely  why  we  have  to  ask  the  question  now. 

Chairman  Flake.  Some  people  continually  suggest  that  dooms- 
day is  near.  I  am  not  a  believer  in  that,  so  I  am  prepared  to  wait. 

Mr.  Roth.  Did  you  share  those  documents  with  the  FBI? 

Chairman  Flake.  Mr.  Fiechter,  you  do  not  have  to  answer  those 
questions.  It  is  not  the  matter  before  this  subcommittee  at  this 
time,  and  I  am  ruling  the  questions  out  of  order. 

Mr.  Roth.  Well,  he  said  that  he  did — who  else  besides  the  FBI 
did  vou  share  those  documents  with? 

Cnairman  Flake.  You  have  no  obligation  to  answer  the  questions 
before  this  subcommittee  at  this  time,  sir. 

Mr.  Roth.  Mr.  Chairman,  this  is  poor  business.  The  American 
people  have  a  right  to  know,  and  we  can't  stonewall  them. 

Chairman  Flake.  They  have  a  right  to  know,  and  they  will  know 
when  the  correct  forum  has  been  established  to  do  so. 

Mr.  Roth.  When  will  that  take  place? 

Chairman  Flake.  I  have  no  idea  at  the  moment,  but  since  the 
letter  had  the  authority  of  the  chairman  of  the  full  committee,  it 
seems  to  me  that  the  full  committee  has  the  responsibility  of  ulti- 
mately setting,  as  it  deems  necessary  by  virtue  of  its  own  investiga- 
tion, the  time  of  such  hearing,  and  to  allow  for  opportunities  to 
pose  such  questions. 

And  I  would  hope  you  will  be  present  at  that  time. 

Mr.  Roth.  Mr.  Chairman,  if  I  should  live  so  long. 

Mr.  Chairman,  this  is  the  Oversight  Committee.  We  have  an  ob- 
ligation. Congress  is  continually  dragging  its  feet,  and  we  can't 
sweep  this  issue  under  the  rug. 
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Madison  Guaranty  alone  cost  the  American  taxpayers  $60  mil- 
lion. The  people  have  a  right  to  know  what  went  on  here. 

Chairman  Flake.  I  agree  with  you  wholeheartedly,  but  for  the 
last  7  years  I  have  sat  with  you  on  this  subcommittee,  and  every 
discussion  of  yours  is  about  what  the  American  people  have  a  right 
to  know. 

Mr.  Roth.  That  is  why  we  are  here. 

Chairman  FLAKE.  What  the  American  people  have  a  right  to 
know  today  is  that  there  are  significant  portions  of  our  population 
that  are  not  getting  loans,  and  this  group  of  individuals  have  com- 
mitted themselves  over  this  last  year,  they  have  traveled  the  coun- 
try to  have  hearings,  to  talk  to  individuals  about  how  we  might  re- 
solve that  problem,  so  that  the  American  people  do  not  have  to  con- 
tinue to  spend  billions  of  dollars  building  jails  and  creating  social 
programs  which  can  be  resolved  by  creating  jobs  in  communities 
where  investments  are  not  made. 

That  is  the  purpose  of  this  hearing;  that  is  what  we  will  deal 
with  today. 

Mr.  Roth.  Mr.  Chairman,  you  would  have  made  a  great  lawyer, 
you  know  how  to  obfuscate  an  issue.  The  issue  here  is  that  this 
savings  and  loan  debacle  cost  the  American  people  billions. 

Chairman  Flake.  What  is  costing  the  American  people  billions 
is  its  inability  to  prioritize  certain  investments,  and  it  is  costing  us 
much  more  than  what  the  savings  and  loan  industry  lost.  If  we 
don't  learn  how  to  invest  in  all  of  our  people,  and  you  may  not  have 
many  of  them  in  Wisconsin  who  look  like  me.  However,  I  represent 
a  significant  portion  of  the  population 

Mr.  Roth.  Mr.  Chairman,  I  resent  that  implication,  because 

Chairman  Flake.  The  kinds  of  input  that  this  particular  pro- 
posal will  allow  for. 

Mr.  Roth.  Mr.  Chairman,  I  have  always  found  you  to  be  a  very 
judicious  and  a  very  fair-minded  man.  I  resent  that  implication. 
The  truth  of  the  matter  is  I  am  just  trying  to  get  at  an  issue  here 
because  we  have  got  the  Office  of  Thrift  Supervision  before  us;  this 
is  a  very  important  issue  to  the  American  people,  and  the  issue  is 
being  swept  under  the  rug. 

You  and  the  majority  party  are  stonewalling;  you  are  not  allow- 
ing this  information  out.  I  think  it  is  terrible  representation,  I 
think  it  is  one  of  the  reasons  the  American  people  are  so  disgusted 
with  Congress  today,  if  you  will  forgive  me  for  saying  so. 

Chairman  Flake.  I  appreciate  that.  I  assure  you  I  am  not 
stonewalling. 

Mr.  Roth.  But  other  people  are. 

Chairman  Flake.  I  am  one,  and  I  am  judicious  and  fair  to  the 
degree  that  I  do  not  take  opportunities  to  do  knee-jerk  reactions 
without  having  the  fullness  of  information. 

This  subcommittee  does  not  have  the  information  available  at 
this  moment  to  continue  with  a  hearing  that  would  conduct  an  in- 
vestigation on  that  matter.  Once  we  nave  that  information,  Mr. 
Roth,  and  if  we  do  get  it,  then  I  will  assure  you  that  you  will  have 
that  hearing  and  it  will  not  be  doomsday. 

Mr.  Roth.  Mr.  Chairman,  you  said  we  do  need  information.  Yes, 
we  do.  But  we  have  the  man  who  has  all  the  information  right  in 
front  of  us.  We  could  ask  him  right  now. 
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Chairman  Flake.  I  don't  think  this  is  the  correct  forum,  if  you 
will  allow  us  to  proceed. 

Mr.  Roth.  I  will  say  again  we  will  wait  for  doomsday,  if  we  wait 
for  the  majority  to  get  at  that.  I  will  just  ask  the  OflTice  of  Thrift 
Supervision  because  I  can't  ask  the  questions  here.  I  don't  think 
you  are  handling  this  very  wisely.  1  think  the  American  people 
have  a  right  to  know. 

You  are  engaged  in  some  real  stonewalling  and  I  think  it  is  un- 
fair, more  than  unfair.  I  think  it  is  a  very  serious  situation  what 
is  going  on  here. 

Chairman  Flake.  Would  the  gentleman  wish  to  submit  a  letter 
to  ask  his  questions? 

Mr.  Roth.  Thank  you,  Mr.  Chairman,  yes,  I  would. 

Chairman  Flake.  All  right.  Ask  that  unanimous  consent  that 
such  be  done.  Thank  you  very  much. 

Mr.  Watt,  we  are  happy  to  welcome  you.  Happy  New  Year. 

Mr.  Watt.  Thank  you,  sir.  Am  I  being  recognized? 

Chairman  Flake.  You  are  being  recognized. 

Mr.  Watt.  I  am  almost  afraid  to  step  into  the  void.  I  wanted  to 
ask  some  questions  about  America's  right  to  know  about  Tonya 
Harding  and  all  of  the  other  things  that  are  going  on  in  life,  but 
I  thought  I  might  have  walked  into  the  wrong  hearing  room.  I 
thought  this  particular  hearing  was  about  the  CRA,  and  if,  in  fact, 
that  is  what  is  the  case,  then  I  am  in  the  right  hearing 

Chairman  Flake.  You  are  eminently  correct.  However,  there  are 
times  when  we  are  in  places  where  there  are  things  we  did  not  an- 
ticipate, as  in  South  Africa.  Every  day  I  was  there  they  were  show- 
ing the  Bobbitt  trial.  It  is  your  turn,  Mr.  Watt. 

Mr.  Watt.  Thank  you,  Mr.  Chairman,  for  recognizing  me  and  al- 
lowing me  to  participate  in  this  hearing.  I  think  I  would  be  remiss 
if  I  did  not  extend  my  very  sincere  thanks  to  Mr.  Ludwig,  whom 
I  seem  to  be  following  around,  or  he  seems  to  be  following  me 
aroimd.  He  was  in  my  congressional  district  yesterday  doing  a 
speech  before  the  community  development  financial  institutions 
meeting  that  attracted  what  appeared  to  be  almost  1,000  people 
from  all  over  the  United  States  to  talk  about  community  develop- 
ment issues. 

But  I  won't  go  any  further  in  that  direction,  because  you  will  rule 
me  out  of  order. 

Chairman  Flake.  You  may  continue. 

Mr.  Watt.  There  was  one  question  that  came  up  at  that  hear- 
ing— at  the  speech  that  Mr.  Ludwig  gave  yesterday  that  I  wanted 
to  try  to  get  some  clarification  on.  And  since  I  missed  the  testi- 
mony, this  is  process  more  than  substance. 

Somebody  from  the  audience,  you  will  recall,  Mr.  Ludwig,  raised 
the  issue  of  process  about  how  one  or  a  group  of  individuals  or  or- 
ganizations would  make  comments  during  this  comment  period  on 
the  regulations,  and  I  was  a  little  unclear  about  your  response. 

So  the  question  I  wanted  to  ask  to  you  and  to  the  other  panelists 
was,  how  we  should  be  advising  people  to  get  into  the  process  dur- 
ing this  comment  period,  whether  we  should  be  kind  of  bundling 
comments  and  passing  them  through  our  office,  or  whether  we 
should  be  encouraging  our  constituents  to  go  more  directly  to  the 
source  with  their  comments  on  the  regulations? 
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What  is  the  best  way,  as  you  see  it,  for  us  to  have  impact  both 
from  our  constituents'  points  of  view  and  from  our  office's  point  of 
view  if  we  want  to  have  comments  during  this  comment  period? 

Mr.  LUDWIG.  I  think  it  is  absolutely  critical  that  we  get  as  many 
comments  as  possible  from  the  American  people  on  this  proposal. 
I  mentioned  that  yesterday.  People  may  comment  directly  to  the 
Federal  regulatory  agencies.  If  they  comment  to  any  one  of  us,  the 
comment  will  be  shared  with  the  other  agencies.  Or,  you  may  bun- 
dle comments  from  your  constituents  and  pass  them  on  to  the 
agencies.  The  key  is  to  get  the  comments  in  by  March  24.  We  are 
reviewing  them  as  they  come  in. 

Mr.  Watt.  Have  you  all  designated  a  kind  of  a  point  person  to 
receive  congressional  comments:  Maybe  that  wouldn't  even  be  fair 
to  give  us  a  different  process,  but  I  think  that  what  I  am  wrestling 
wiui  is  if  I  am  getting  a  lot  of  comments,  which  I  expect  to,  as  you 
can  probably  see,  in  North  Carolina  there  are  a  lot  of  people  who 
have  a  substantial  interest  in  what  these  regulations  say,  both  in 
their  draft  form  and  what  they  will  say  in  their  ultimate  form. 

So  I  want  to  make  sure  that  I,  aside  from  the  substance  of  what 
you  are  here  to  testify  about,  know  how  to  best  get  those  things 
neard. 

Mr.  LuDWiG.  You  can  send  them  to  me  or  to  any  of  the  other  reg- 
ulators. I  will  make  sure  that  they  all  get  into  the  public  record. 

Mr.  Feechter.  I  would  like  to  reemphasize  the  point  that  Mr, 
Ludwig  is  making.  This  has  been  a  true  interagency  effort  and  in- 
formation that  is  given  to  any  one  of  us  is  shared,  so  I  really  think 
for  the  sake  of  the  forests,  that  you  don't  need  to  copy  all  of  us  for 
comments. 

Mr.  LiNDSEY.  Really,  if  they  come  to  any  one  of  us,  we  will  all 
share.  And  I  also  want  to  emphasize  the  point  that  we  do  want  as 
many  comments  as  possible. 

Mr.  Watt.  All  right.  Thank  you,  Mr.  Chairman.  You  will  be  de- 
lighted to  know  that  I  won't  ask  about  Tonya  Harding  today. 

Chairman  Flake.  All  right.  Just  several  questions  that  have 
been  raised  that  we  would  like  to  get  your  opinions  on,  your  an- 
swers on. 

One  of  them  is  in  regards  to  whether  or  not  the  option  for  large 
institutions  to  submit  a  strategic  business  plan  for  preapproval 
could  be  viewed  as  a  safe  harbor  which  may  preclude  subsequent 
community  protest  of  merger  applications,  and  the  subsequent 
question  then,  what  is  the  role  of  those  community  activists  as  it 
relates  to  your  CRA  proposal? 

Mr.  Ludwig.  In  response  to  whether  the  plan  option  is  a  safe 
harbor,  let  me  say  simply  no,  no,  no.  The  business  plan  idea  came 
from  bankers  and  community  leaders.  Community  groups  in  Hen- 
derson, North  Carolina,  testified  in  favor  of  the  plan,  as  did  some 
of  the  bankers  in  the  West.  The  idea  is  to  capitalize  on  the  fact 
that  banks  normally  produce  business  plans  with  numbers  in  them. 

That  plan  under  our  proposal  would  be  published  for  public  com- 
ment, and  community  groups  would  have  an  opportunity  to  com- 
ment on  the  plan.  In  fact,  we  would  go  out  and  elicit  public  com- 
ment. We  would  decide  whether  or  not  the  plan  made  sense.  The 
judgment  in  the  end  would  be  whether  the  numbers  in  the  plan 
were  met  by  the  financial  institution.  A  bank,  for  example,  might 
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submit  a  plan  to  make  this  number  of  loans  in  these  areas  and  pro- 
vide these  kinds  of  services,  for  these  reasons.  At  the  end  of  the 
day,  the  bank  would  not  be  judged  on  the  plan,  but  rather  on 
whether  its  goals  were  met.  If  the  bank  didn't  meet  its  goals,  it 
would  be  evaluated  like  the  general  population  of  banks. 

We  have  been  mindful  that  community  group  involvement  with 
lenders  is  very  important.  Now,  it  tends  to  come  only  at  the  end 
of  the  process  when  there  is  an  application.  So  it  tends  to  be 
backward-looking  as  opposed  to  forward-looking. 

We  think  one  of  the  virtues  of  the  proposal  is  that,  in  a  variety 
of  different  ways,  community  comment  is  solicited  early.  Number 
one,  we  will  be  publishing  exam  schedules  for  CRA  so  that  commu- 
nity gn*oups  will  know  an  exam  is  coming  up.  If  they  have  anything 
to  complain  about,  they  can  complain  about  it  then,  and  we  can  get 
that  input.  Number  two,  in  the  plan  process  there  is  an  oppor- 
tunity ^r  community  input.  Number  three,  we  encourage  a  variety 
of  ways  to  satisfy  CRA.  For  example,  through  second-look  pro- 
grams, loans  that  have  been  denied  are  reviewed  with  community 
group  input.  This  partnering  between  lenders  and  community 
groups  has  been  very  effective  in  an  empowerment  sense. 

We  are  trying  to  front  load  community  involvement.  But,  cer- 
tainly, community  groups  can  still  protest  plans,  we  are  not  taking 
that  right  away  at  all. 

Chairman  Flake.  Clearly,  on  the  question  that  Mr.  Roth  asked 
earlier  in  relationship  to  quotas,  by  developing  a  business  plan 
without  a  floor,  a  ceiling,  or  percentages,  you  effectively  have  not 
built  in  quotas. 

You  made  it  very  clear  that  a  bank  is  not  obligated  to  reach  a 
certain  target  or  to  set  a  certain  number.  It  is  obligated  to  use  fair 
lending  practices. 

Mr.  LUDWIG,  That  is  exactly  right.  Business  plans  are  the  way 
America  works.  Making  it  an  open  process  where  communities  and 
community  leaders  and  groups  can  participate  and  comment  ad- 
vances the  ball.  It  is  not  about  quotas.  In  response  to  your  fair 
lending  comment,  let  me  say  that  we  are  very  serious  about  equal 
credit  opportunity.  In  the  proposal,  if  there  is  discrimination — a 
pattern  of  practice  or  even  one  instance  that  is  not  being  ad- 
dressed— an  institution  can't  be  considered  to  have  met  the  needs 
of  its  community. 

Chairman  Flake.  So  that  the  enforcement  here  becomes  more 
real  because  the  response  of  the  bank  community  to  a  particular 
communitv  is  already  built  into  the  plan.  Therefore,  your  enforce- 
ment mechanisms  will  allow  you  to  deal  with  that  institution  rath- 
er than  having  a  need  to  meet  that  bank  at  the  point  of  merger, 
which  means  that  a  lot  of  banks  are  excluded  because  they  are  not 
interested  in  merging  any  way. 

Now,  you  have  a  direct  means  of  addressing  each  and  every  bank 
as  it  relates  to  its  community  reinvestment  activity. 

Mr.  LuDWiG.  That  is  right.  The  President  asked  for  consistency 
and  enforceability.  For  those  institutions  where  we  find  substantial 
noncompliance,  we  will  use  our  enforcement  powers  under  section 
1818 — civil  money  penalties,  cease  and  desist  orders,  and  so  forth. 
The  statute  states  that  a  bank  is  required  to  help  meet  the  credit 
needs  of  its  community.  You  can't  have  a  regulatory  scheme  where 
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you  find  substantial  noncompliance  without  having  the  opportunity 
to  use  your  enforcement  mechanisms.  We  wouldn't  tolerate  that  in 
any  other  regulatory  context. 

Chairman  Flake.  Mr.  Roth. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

Mr.  Lindsey,  I  notice  in  a  comment  here  that  you  mentioned  that 
we  cut  down  trees  and  we  use  our  fax  machines  to  fax  to  each 
other.  I  expect  government  to  do  that,  I  got  no  problem. 

But  when  you  cut  down  these  trees,  don't  cut  them  down  for  our 
lending  institutions  for  forms  that  they  can't  make  sense  out  of,  no 
one  can  understand,  no  one  can  comply  with,  and  forms  that  no  one 
reads.  We  have  to  have  some  commonsense  regulations  when  you 
implement  these  things. 

I  know  you  are  under  a  lot  of  pressure.  But  just  once  in  a  while, 
think  about  the  people  who  are  in  the  institutions  that  have  to 
comply  with  your  regulations  too.  Because,  as  I  say,  every  institu- 
tion I  walk  into,  I  hear  the  same  story. 

Mr.  Lindsey.  Congressman,  if  there  were  any  form  that  I  could 
get  rid  of,  I  would.  I  think  a  lot  of  them 

Mr.  Roth.  Can  I,  you  know  I  can't  ask  questions  here,  because 
I  have  been  muzzled.  But  I  get  to  have  my  questions  in  written 
form.  Can  I  have  some  of  those  bankers  that  I  talked  to  contact  you 
with  their  comments? 

Mr.  Lindsey.  You  sure  can.  My  ZIP  is  20551. 

Chairman  Flake.  Your  ZIP? 

Mr.  Lindsey.  My  ZIP  Code. 

Chairman  Flake.  Oh,  OK  Just  one  final  question.  As  financial 
institutions,  as  you  know,  we  did  H.R.  2707,  which  is  going  to  con- 
ference at  some  point,  the  Bank  Enterprise  Act. 

How  do  you  see  in  relationship  to  where  this — your  proposals  are 
in  relationship  to  H.R.  2707  as  passed  by  the  House  and  Senate, 
how  do  you  see  comparability  as  it  relates  to  them  working  to- 
gether in  terms  of  generating  additional  resources  to  be  placed  in 
communities  that  we  are  trying  to  impact? 

Mr.  LuDWiG.  I  think  these  two  approaches,  CRA  and  BEA,  are 
complementary.  As  I  have  said  many  times,  the  needs  in  our  com- 
munities are  enormous,  our  inner  cities  and  rural  areas  are  dev- 
astated. The  CRA,  as  much  as  one  might  like  to  see  it  solve  all  of 
those  problems,  solves  only  a  small  slice.  It  is  an  important  slice, 
but  a  small  slice  nonetheless.  It  is  not  about  giving  away  money; 
it  is  not  about  losing  money;  it  is  about  extending  credit  in  a  busi- 
nesslike fashion.  The  BEA  addresses  yet  another  slice  of  those 
problems,  so  they  are  very  complementary. 

Chairman  Flake.  All  right.  Thank  you  very  much.  Let  me  again 
commend  all  of  you.  You  have  spent  many  nights  away  from  home 
traveling  the  country  over  this  last  year. 

I  have  seen  you  in  various  places  myself,  just  as  Mr.  Watt  has, 
and  I  have  seen  the  depth  of  your  dedication  and  commitment  that 
you  have  given  to  try  to  assure  that  our  lending  practices  are  fair, 
that  all  of  the  citizens  of  this  country  might  feel  that  they  will  have 
opportunities. 

As  you  know,  my  constant  argument  is  that  if  we  really  are  going 
to  solve  the  problems  of  America,  this  is  the  way  to  do  it,  through 
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investments,  through  lending,  as  opposed  to  necessarily  creating 
more  and  more  social  programs. 

This  is  not  entitlement,  this  is  an  opportunity  for  the  banks,  the 
private  sector,  and  for  those  persons  who  have  been  negatively  im- 
pacted to  be  impacted  in  a  more  meaningful  way. 

I  commit  myself  fully  to  continuing  to  work  with  you  in  that  ef- 
fort. Again,  hopefully,  we  will  not  have  to  have  a  legislative  solu- 
tion. I  am  prepared  to  continue  over  the  next  2  years  moving  in 
whatever  way  we  must  to  assure  that  the  problems  are  resolved, 
and  hopefully,  the  examination  2  years  hence,  if  the  world  doesn't 
end  before  then,  will  be  one  in  which  we  will  discover  that  your 
proposals  have  been  meaningful  and  helpful,  and  that  we  have 
solved  many  of  the  problems  of  urban  ana  rural  America  that  we 
have  not  impacted  in  the  past. 

Again,  thank  you.  You  have  been  to  my  subcommittee,  I  think 
this  is  the  third  time,  maybe  the  fourth,  and  you  have  always  been 
very  good  with  your  time  and  support.  I  need  you  all  for  just  a 
minute  to  discuss  another  matter,  if  you  could  come  through  and 
meet  me  in  the  back  here,  we  will  do  that. 

[Whereupon,  at  11:30  a.m.,  the  hearing  was  adjourned.] 


PROPOSED  REGULATORY  COMMUNITY 
REINVESTMENT  ACT  REFORM 


WEDNESDAY,  FEBRUARY  2,  1994 

House  of  REPRESENTAxrvES,  Subcommittee  on  Gen- 
eral Oversight,  Investigations,  and  the  Resolu- 
tion of  Failed  Financl\l  Institutions,  Committee 
ON  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
2222,  Rayburn  House  Office  Building,  Hon.  Floyd  H.  Flake  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Chairman  Flake,  Representatives  Waters  and  Roth. 

Chairman  Flake.  Grood  morning.  We  would  like  to  call  to  order 
the  hearing  of  the  Subcommittee  on  General  Oversight,  Investiga- 
tions, and  the  Resolution  of  Failed  Financial  Institutions.  We 
would  like  to  call  the  subcommittee  to  order. 

I  would  like  to  welcome  all  of  our  witnesses  who  have  come,  and 
thank  you  verv  much  for  the  prepared  statements  that  you  have 
sent  in  a  timely  manner.  I  am  certain  that  you  are  all  aware  that 
the  regulators  were  before  the  subcommittee  yesterday  to  discuss 
their  joint  interagency  proposal  to  improve  the  effectiveness  of  the 
Community  Reinvestment  Act  and  to  respond  to  congressional 
questions  regarding  their  proposal. 

As  each  of  you  knows,  this  reform  is  a  high  priority  in  the  Clin- 
ton administration  in  its  effort  to  achieve  economic  renewal  of  low- 
and  moderate-income  urban  and  rural  communities,  and  it  is  par- 
ticularly important  to  me  as  one  of  the  principal  sponsors  of  the 
Bank  Enterprise  Act  that  we  do  all  we  can  to  improve  and  increase 
lending  opportunities  to  the  residents  of  our  Nation's  low-  and 
moderate-income  communities. 

Yesterdav's  hearing  was  very  enlightening  in  that  the  regulators 
shared  witn  the  subcommittee  the  details  of  their  interagency  pro- 
posal, and  all  of  the  hard  work  that  went  into  this  massive  effort. 
As  you  may  be  aware,  the  regulators  held  a  series  of  seven  public 
hearings  nationwide  and  received  testimony  from  the  banking  in- 
dustry, community  groups,  and  other  key  sectors  of  the  community. 

The  regulators  are  to  be  commended  for  this  effort  because  not 
only  have  they  come  up  with  a  workable  blueprint  but,  as  Mr.  Lud- 
wig  stated  in  his  testimony,  it  represents  the  most  extensive  effort 
on  the  part  of  the  agencies  to  solicit  public  views  on  community  re- 
investment since  the  CRA  was  enacted  in  1977. 

Toward  that  end,  the  regulators  have  already  extended  the  com- 
ment period  to  March  24,  1994,  30  days  beyond  the  original  dead- 
line for  comments.  Just  as  I  did  yesterday,  I  urge  all  affected  par- 
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ties  to  comment  on  all  aspects  of  the  CRA  reform,  not  just  elements 
which  may  affect  your  individual  operations. 

The  regulatory  objectives  of  the  new  proposal  are  to  change 
CRA's  focus  "to  emphasize  performance  rather  than  process,  to  pro- 
mote consistency  in  assessments,  to  permit  more  effective  enforce- 
ment against  institutions  with  poor  performance,  and  to  reduce  un- 
necessary compliance  burden  while  stimulating  performance." 

Whatever  the  final  reform  package  looks  like,  we  must  remember 
that  it  will  not  be  a  cure  for  all  of  America's  economic  woes,  but 
it  will  be  a  big  step  in  the  right  direction  in  putting  America  and 
its  citizenry  on  the  road  to  full  recovery. 

I  can  only  hope  that  the  banking  industry  will  be  pleased  with 
the  final  product  and  that  they  will  provide  the  manpower  and  re- 
sources necessary  for  implementing  this  reform  successfully.  We 
need  your  help  to  make  CRA  work.  You  are  the  frontline.  And 
without  your  commitment,  the  whole  process  will  ultimately  sink. 

With  tnat,  I  would  like  to  welcome  Mr.  James  Culberson,  Jr.,  co- 
Chair  of  ABA  Grovernment  Relations  Council,  chairman  and  CEO 
of  the  First  National  Bank  and  Trust  Co.;  Mr.  James  Lauffer, 
president.  Independent  Bankers  Association  of  America;  Mr.  Mark 
Willis,  president,  Chase  Community  Development  Corp.,  represent- 
ing today  the  Consumer  Bankers  Association  and  the  Bankers 
Roundtable;  and  Mr.  Tim  Osredker,  who  is  vice  president  for  com- 
pliance of  the  Farm  and  Home  Savings  Association,  representing 
the  Savings  and  Community  Bankers  of  America. 

It  is  truly  joyful  for  me  to  welcome  you  all  to  the  subcommittee 
this  morning.  I  realize  you  have  prepared  statements.  You  may 
read  them  or  you  may  give  a  summary  of  them.  And  we  will  have 
unanimous  consent  to  have  the  entire  statement  placed  into  the 
record. 

At  this  time  we  would  like  to  start  with  you,  Mr.  Osredker,  so 
that  we  will  be  able  to  share  in  your  testimony,  and  we  will  follow 
as  you  are  seated  at  the  witness  table  this  morning.  Thank  you 
very  much, 

STATEMENT  OF  TIM  OSREDKER,  VICE  PRESIDENT  FOR  COM- 
PLIANCE, FARM  AND  HOME  SAVINGS,  REPRESENTING  THE 
SAVINGS  AND  COMMUNITY  BANKERS  OF  AMERICA 

Mr.  Osredker.  Good  morning.  Chairman  Flake.  My  name  is  Tim 
Osredker  and  I  am  a  vice  president  for  compliance  with  Farm  and 
Home  Savings  Association  of  Nevada,  Missouri. 

Farm  and  Home  is  a  $3.8  billion  institution  with  virtually  all  of 
its  40  branches  located  in  metropolitan  and  rural  Missouri.  It  is  a 
pleasure  to  appear  today  to  testify  on  behalf  of  the  Savings  and 
Community  Bankers  of  America  on  the  subject  of  Community  Rein- 
vestment Act  reform.  SCBA  is  our  national  trade  association  rep- 
resenting more  than  2,000  community  lending  institutions. 

Overall,  I  would  characterize  our  association's  membership  views 
on  CRA  as  follows:  "SCBA  members  are  community-based  lenders 
who  are  active  in  both  direct  lending  as  well  as  indirect  community 
development  activities  ranging  from  support  for  loan  applicant  edu- 
cation to  providing  grants  for  community  projects. 

'The  current  CRA  structure  can  be  improved.  We  have  invested 
large  amounts  of  technological  and  human  capital  into  the  current 
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system  and  feel  it  can  be  improved  to  emphasize  performance  over 
paperwork.  The  current  administration  proposal  has  some  elements 
which  attain  this  goal;  other  sections  create  new  tests,  new  stand- 
ards, and  new  enforcement  schemes  that  go  beyond  what  is  nec- 
essary and  impose  substantial  transaction  costs  to  move  to  the  new 
system. 

"SCBA  supports  the  concept  of  CRA  plans  and  of  alternative  as- 
sessment procedures  for  smaller  banks  and  savings  institutions. 
Savings  and  Community  Bankers  has  significant  concerns  with 
new  market,  service  and  investment  tests. 

"SCBA  seeks  continuing  recognition  of  the  hmits  safety  and 
soundness  regulation  places  on  community  reinvestment.  SCBA 
members  continue  to  report  differences  of  opinion  between  CRA 
compliance  and  safety  and  soundness  examiners  in  evaluating  loan 
quality." 

I  am  here  today  because  of  my  familiarity  with  the  nitty-gritty 
of  CRA — how  it  actually  gets  applied  and  put  into  action.  As  com- 
pliance officer  for  Farm  and  Home,  I  meet  regularly  with  commu- 
nity groups,  ascertain  credit  needs,  and  help  design  products  and 
programs  to  fit  those  needs.  I  find  CRA  takes  up  the  lion's  share 
of  our  Compliance  Program  and  other  regulations  can  be  reduced 
to  rote  procedures  such  as  Truth  in  Savings  and  RSPA. 

From  my  experience,  I  draw  three  lessons.  First  of  all,  the  cur- 
rent CRA  procedure  has  flaws  but  is  a  procedure  with  which  we 
have  a  great  deal  of  experience.  The  President's  call  for  perform- 
ance over  paperwork  should  produce  a  clarification  of  the  existing 
system  in  which  we  have  committed  a  large  amount  of  resources, 
rather  than  a  wholesale  revision  of  the  system. 

Wholesale  revision  will  create  new  costs,  not  only  in  the  startup 
of  the  program  but  also  in  the  long-term  operation  of  CRA.  Numer- 
ical standards  like  the  proposed  market  share  analysis  do  not  offer 
the  flexibility  of  the  current  system. 

Second,  new  regulatory  incentives  which  encourage  CRA  per- 
formance should  be  explored  by  the  agencies  just  as  legislative  in- 
centives such  as  Chairman  Flake's  "safe  harbor"  have  been. 

Finally,  in  competing  against  a  broad  spectrum  of  lenders  who 
have  no  community  reinvestment  obligation,  it  is  clear  to  us  that 
greater  parity  of  treatment  is  essential.  First  of  all,  regarding  exam 
flexibihty,  since  the  current  CRA  regulations  were  put  in  place, 
compliance  officers  have  begun  to  understand  the  sort  of  docu- 
mentation expected.  Internalizing  that  process — the  case  law,  if 
you  will,  of  examiner  expectations — takes  up  substantial  lead  time. 

The  sheer  variety  of  approaches  to  CRA  means  exchanges  to  the 
exam  system  will  require  a  long  lead  time  for  compliance  officers 
to  adapt.  In  community  reinvestment,  the  exceptions  to  the  uni- 
form standards  sometimes  overwhelm  the  rule.  CRA  is  not  one  of 
those  rules  that  you  should,  or  I  propose  that  you  shouldn't  have 
specific  compliance  methods.  If  you  do,  institutions  may  only  do  the 
minimum  and  innovative  programs  created  by  market  forces  and 
institution-to-community  interaction  will  be  stifled. 

Also,  CRA  is  labor-intensive  work  which  may  not  show  up  on  an 
institution's  bottom  line  immediately.  As  a  hypothetical  example, 
resources  that  an  institution  devotes  to  originating  100  loans  at 
slightly  below-rate  levels  to  well-qualified,  lower  income  borrowers 
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may  approximate  the  resources  that  an  institution  would  devote  to 
teaching  30  poorly  qualified  applicants  how  to  rehabilitate  their 
credit  histories.  Under  CRA  exam  standards  that  focus  on  quantity 
rather  than  quality,  the  100  loans  will  score  better  than  the  credit 
rehab  effort,  even  though  each  lender  invests  similar  effort  in  each 
program  and  each  program  meets  an  existing  community  need. 

The  difference  between  secondary  market  lenders  and  portfolio 
lenders  presents  a  similar  dilemma.  Whenever  a  numerical  per- 
formance standard  such  as  the  proposed  market  share  analysis 
under  the  lending  test  are  used,  an  institution  which  funds  loans 
by  selling  the  loans  it  originates  to  the  secondary  market  has  an 
advantage  over  those  portfolio  lenders  that  make  loans  to  appli- 
cants who  do  not  meet  secondary  market  standards. 

The  secondary  market  lenders  may  generate  more  loan  volume 
but  the  portfolio  lender  is  making  loans  to  applicants  that  the  other 
lenders  would  not  accept.  Therefore,  the  lending  test  may  penalize 
institutions  that  use  flexible  lending  criteria  to  make  loans  in  the 
secondary  markets  that  other  lenders  would  not  make. 

Finally,  there  are  significant  differences  in  loans  which  are  made 
with  government  support  and  those  that  are  arranged  privately. 
Farm  and  Home  is  an  active  participant  in  the  FHA  and  VA  loan 
Programs.  And  under  any  CRA  rule  revision,  institutions  should 
continue  to  receive  credit  for  participation  in  government  programs 
as  they  do  under  the  current  assessment  factor  analysis. 

However,  such  participation  should  not  be  required  of  institu- 
tions regulated  by  CRA,  as  these  programs  often  involve  signifi- 
cantly greater  processing  resources  and  may  not  be  suitable  for 
small  institutions. 

In  each  of  these  three  cases,  there  is  a  quality-versus-quantity 
choice.  The  proposed  new  CRA  rule  resolves  this  by  introducing  nu- 
merical market  share  standards  which  allocate  credit  by  census 
track  with  some  allowance  for  qualitative  differences  in  the  loans. 
But  the  current  rule's  flexibility  better  recognizes  the  vital  quali- 
tative aspects  of  lending.  And  compared  to  the  proposed  rule  in  this 
area,  the  current  CRA  rule  is  a  better  model  to  use  for  revamping 
the  CRA  examination  system. 

What  is  needed  is  not  a  new  numerical  test  for  market  share  but 
rather  a  clarification  of  the  current  assessment  factors  to  provide 
clear  guidance  to  institutions  and  examiners.  This  is  especially  true 
for  loans  to  low-  and  moderate-income  borrowers  because  sheer 
loan  quality  is  a  poor  starting  point  for  evaluating  an  institution's 
actual  CRA  efforts. 

Regarding  performance  incentives,  I  have  said  that  community 
reinvestment  is  approached  in  a  variety  of  ways,  depending  on  the 
commimity  and  depending  on  the  institution.  But  there  is  one  com- 
mon theme:  The  degree  to  which  institutions  currently  under  CRA 
should  serve  the  needs  of  all  the  lower  and  moderate-income  appli- 
cants in  a  community. 

This  is  a  decision  that  has  real  cost  since  qualifying  lower  income 
borrowers  and  making  lower  dollar  loans  is  often  not  the  most  prof- 
itable use  of  human  and  financial  capital.  Loans  to  low-income  bor- 
rowers as  a  group  may  not  have  inherently  higher  default  rate,  and 
our  experience  at  Farm  and  Home  has  been  there  is  not  a  higher 
default  rate. 


33 

Many  lenders  have  found  the  opposite  is  true  in  their  experience. 
Instead,  loans  to  low-income  borrowers  tend  to  be  less  profitable 
because  the  revenue  generated  is  less  for  a  smaller  loan  while 
origination  costs  are  essentially  fixed  and  comparable  to  larger 
loans.  And  given  the  need  to  bring  applicants  unfamiliar  with  the 
loan  process  through  its  complex  details,  the  costs  are  often  far 
higher  for  an  institution. 

But  we  are  unable  to  raise  fees  or  rates  to  maintain  our  return 
on  low-dollar  loans  which  would  enable  us  to  make  more  of  them, 
and  in  Farm  and  Home's  experience,  the  price  competition  in  this 
market  is  so  great  that  we  would  lose  the  business  that  we  have 
if  we  did  raise  these  rates  or  fees.  This  price  competition  is  one  of 
the  pieces  of  evidence  that  shows  that  CRA  in  its  current  form  has 
had  positive  benefits. 

Our  industry  has  been  making  loans  to  lower  income  borrowers 
for  years.  Because  these  borrowers  often  have  nontraditional  credit 
histories,  we  have  made  the  extra  effort  to  qualify  the  applicant  for 
a  loan  consistent  with  safety  and  soundness  limitations. 

Thus,  our  industry  has  had  a  significant  Credit  Rehabilitation 
Program  at  work  for  years,  and  we  have  looked  to  nontraditional 
forms  of  creditworthiness  in  an  applicant's  credit  history  such  as 
rental  and  utility  payments.  We  have  also  introduced  second-look 
review  programs. 

These  resource  allocations  often  do  not  generate  the  return  it 
would  get  if  the  institution  invested  these  resources  elsewhere.  But 
such  investments  are  vital  to  the  industry's  role  as  community 
lenders.  Perversely,  these  labor-intensive  investments  would  be  dis- 
couraged under  the  proposed  CRA  rule  that  counts  actual  loan  vol- 
ume first  and  loan  quality  second. 

Because  resource  allocation  to  lower  income  applicant  loans  and 
applicant  qualification  programs  tends  to  yield  a  lesser  return,  the 

f>roper  way  to  encourage  CRA  is  to  provide  incentives  in  the  regu- 
atory  structure  for  institutions  to  make  more  resource  investments 
like  the  ones  I  mentioned. 

Reduced  CRA  compliance  cost  for  institutions  that  are  carrying 
out  lower  and  moderate-income  programs  of  all  types,  programs 
which  are  perhaps  less  profitable  but  no  less  socially  valuable  ac- 
tivities. The  proper  way  to  treat  institutions  that  make  a  larger 
number  of  these  loans  and  undertake  these  projects  is  to  reward 
the  institutions  that  outperform  the  rest  of  the  market. 

Let's  focus  on  incentives  for  a  moment.  An  incentive-based  ap- 
proach rewards  those  institutions  that  are  doing  the  best  job  of  re- 
investment into  their  entire  community,  and  as  long  as  we  want  to 
put  performance  over  paperwork,  we  should  reward  the  proven  per- 
formers with  less  paperwork  and  other  incentives.  An  incentive- 
based  approach  gives  institutions  a  real  bottom  line  reason  to  incur 
the  additional  costs  of  making  more  smaller  dollar  loans,  investing 
in  more  community  loans  programs,  and  establishing  more  credit 
counseling  programs. 

Full  funding  for  the  Bank  Enterprise  Act  is  one  praiseworthy  ex- 
ample of  this  incentive.  An  incentive-based  approach  to  CRA  is  in- 
dicated by  the  language  of  the  act  itself,  which  calls  for  the  agen- 
cies to  encourage  Tending  to  all  community  sectors.  The  agencies 
have  asserted  the  use  of  their  enforcement  authority,  but  there  is 
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more  that  they  can  do  to  encourage  rather  than  mandate 
performance. 

Incentives  include  the  safe  harbor  and  the  deposit  facility  appli- 
cation process  that  Chairman  Flake  has  proposed,  an  incentive 
that  the  SCBA  has  supported  in  earlier  testimony  and  continues  to 
support.  We  believe  this  is  an  excellent  idea  which  deserves 
enactment. 

There  are  also  ideas  such  as  less  examinations  for  proven  per- 
formers, something  that  the  SCBA  recommended  in  September, 
and  which  we  are  glad  to  see  in  the  agency's  proposal.  The  whole 
idea  of  a  CRA  business  plan  where  institutions  shift  the  invest- 
ment of  their  resources  from  compliance  to  community  outreach  is 
an  incentive  that  SCBA  proposed,  and  again,  we  are  glad  to  see  it 
adopted  in  the  proposed  rule. 

Other  incentives  could  be  tested.  Agencies  might  expand  the  ap- 
plicability of  the  smaller  institution  assessment  option  to  a  wider 
range  of  institutions,  particularly  those  institutions  which  receive 
an  outstanding  CRA  examination  rating.  This  assessment  option  is 
a  cheaper  form  of  compliance  than  the  larger  institution  assess- 
ment method,  particularly  in  light  of  the  HMDA-like  reporting  bur- 
den larger  institutions  must  incur  imder  the  proposed  rule. 

Savings  and  Community  Bankers  would  support  removing  the 
proposed  CRA  loan  reporting  requirement  for  institutions  that  have 
done  the  community  outreach  necessary  to  come  up  with  a  CRA 
business  plan. 

Finally,  we  would  propose  that  the  CRA  be  extended  to  unregu- 
lated lenders.  Many  of  the  sources  of  credit  that  are  not  covered  by 
CRA  argue  that  they  don't  want  to  be  included  because  CRA  is  un- 
workable, and  it  has  been  my  experience  and  my  institution's  expe- 
rience that  the  institutions  in  which  Farm  and  Home  competes 
that  are  not  subject  to  CRA  have  a  substantial  advantage.  They 
have  the  ability  to  freely  loan  in  any  geographical  area  in  any 
amount. 

And  if  the  intention  is  to  maximize  the  private  industry  re- 
sources that  can  be  directed  at  low-  and  moderate-income  borrow- 
ers, then  the  pool  of  funds  for  community  reinvestment  capital  can 
be  enhanced  by  focusing  outside  the  class  of  institutions  currently 
regulated  under  CRA  Credit  unions,  mortgage  companies,  finance 
companies — even  mutual  funds,  as  Congresswoman  Waters  pro- 
poses— together  conduct  a  far  larger  share  of  financial  inter- 
mediation today  than  do  depository  institutions  now  under  the 
CRA 

Banks  and  savings  institutions  hold  just  about  a  third  of  the  Na- 
tion's financial  assets  compared  to  approximately  half  when  the 
CRA  was  passed.  Clearly,  institutions  covered  by  CRA  cannot  meet 
all  of  the  credit  needs  of  the  Nation's  communities. 

The  move  to  ease  the  regulatory  burden  on  banks  and  savings  in- 
stitutions fits  well  with  the  need  to  rethink  the  reason  for  including 
and  excluding  institutions  from  CRA.  Both  regulatory  reform  and 
CRA  reform  spring  from  the  same  desire:  Improve  the  institutions 
to  make  them  more  competitive  for  the  capital  markets  of  the  21st 
century.  And  it  is  possible  to  achieve  both  goals  together. 

Mr.  Chairman,  we  welcome  these  hearings  and  the  opportunity 
to  present  our  views,  and  as  we  formalize  our  comments  on  the 
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proposed  regulations,  we  urge  you  to  maintain  your  interest  in  this 
important  subject. 

Thank  you. 

[The  prepared  statement  of  Mr.  Osredker  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much. 

Mr.  Mark  WilHs. 

STATEMENT  OF  MARK  A.  WILLIS,  PRESIDENT,  CHASE  COMMU- 
NITY DEVELOPMENT  CORP.,  REPRESENTING  THE 
CONSUMER  BANKERS  ASSOCIATION  AND  THE  BANKERS 
ROUNDTABLE 

Mr.  Willis.  Thank  you,  Mr.  Chairman. 

Good  morning.  I  am  Mark  Willis,  president  of  Chase  Community 
Development  Corp.,  a  subsidiary  corporation  of  the  Chase  Manhat- 
tan Corp.,  and  the  Community  Investment  Segment  Manager  for 
Chase.  I  am  also  a  member  of  the  Consumer  Bankers  Association 
Community  Reinvestment  Committee.  I  appreciate  the  opportunity 
to  testify  on  CRA  reform  on  behalf  of  the  Consumer  Bankers  Asso- 
ciation and  the  Bankers  Roundtable. 

I  would  like  to  use  my  limited  time  to  focus  my  oral  comments 
regarding  CRA  reform  on  the  lending  test,  and  in  particular  on  the 
market  share  concept.  But  before  I  do  so,  let  me  make  three  gen- 
eral points. 

First,  the  members  of  the  Consumer  Bankers  Association  and  the 
Bankers  Roundtable  are  committed  to  the  development  of  our 
communities. 

Second,  since  the  adoption  of  the  revised  CRA  regulations  in 
1989,  banks  have  invested  billions  of  dollars  in  low-  and  moderate- 
income  communities.  We  need  a  regulatory  system  that  continues 
to  encourage  these  kinds  of  investments. 

Working  with  community  groups  and  developers,  banks  have 
demonstrated  that  safe  and  sound  investments  are  possible.  More 
and  more  financial  institutions  have  found  they  can  take  a  busi- 
ness approach  to  revitalizing  their  communities  and  have  devel- 
oped creative  ways  to  address  the  needs  of  low-  and  moderate- 
income  neighborhoods. 

My  third  point  relates  to  the  need  for  regulatory  reform.  The 
CRA  statute  itself  seems  clear  in  its  intent  while  remaining  flexible 
enough  to  achieve  its  objective.  Every  year  we  learn  more  and  more 
about  community  investment,  and  at  some  point  revisions  of  CRA 
may  be  needed.  In  the  meantime,  however,  we  do  not  believe  that 
legislative  changes  are  necessary. 

As  for  regulatory  changes,  however,  some  improvements  in  the 
regulations  could  certainly  be  made  to  further  reinforce  the  invest- 
ment trends  to  date.  Regulatory  requirements  could  be  clearer,  en- 
forcement could  be  more  consistent,  and  a  greater  emphasis  could 
be  placed  on  performance  rather  than  process. 

Any  changes  must  be  flexible  to  accommodate  industry  and  com- 
munity needs  and  incentives  should  be  emphasized.  The  proposal 
has  clearly  tried  to  make  some  of  these  changes  and  we  wish  to 
commend  the  agencies  for  their  effort.  More  can  be  done. 

One  of  our  principal  concerns  with  the  proposal  is  that  many 
community  development  activities  will  not  be  given  sufficient  cred- 
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it.  The  proposal  relies  heavily  on  the  use  of  formulas.  Any  product 
left  out  of  a  formula  may  well  get  shortchanged  as  resources  are 
shifted  by  banks  to  activities  that,  quote,  unquote,  "count  toward 
the  formula."  As  a  result,  many  innovative  community  investment 
activities  that  really  address  the  community  needs  will  be  given 
short  shrift. 

For  example,  community  groups  in  New  York  have  identified  a 
need  to  help  tenants  buy  their  buildings  from  private  landlords 
who  have  neglected  their  properties.  Helping  these  groups  seems  to 
fall  clearly  within  the  intent  of  CRA.  But  rehabilitation  loans 
would  not  be  given  credit  under  the  market  share  test. 

As  you  know,  the  market  share  test  is  a  new  approach  to  CRA 
in  this  proposed  regulatory  change.  Under  the  proposal,  the  market 
share  test  compares  a  bank's  market  share  of  loans  in  low-  and 
moderate-income  communities  with  its  share  elsewhere  in  its  lend- 
ing area. 

This  core  approach  is  a  component  of  the  reliance  on  banks.  Reli- 
ance on  this  approach  will  create  its  own  set  of  problems.  Instead 
of  seeking  to  meet  the  credit  needs  of  their  communities,  banks 
may  be  forced  to  maximize  their  market  share.  This  has  the  poten- 
tial to  raise  safety  and  soundness  concerns. 

Another  problem  is  that  it  will  be  based  on  last  year's  reported 
data.  While  competing  for  market  share,  we  won't  know  how  well 
or  poorly  our  competitors  are  doing.  Everyone  will  be  operating  in 
the  dark  until  the  data  are  out,  and  then  it  will  be  too  late  to  do 
anything  about  it. 

We  are  also  concerned  that  the  focus  on  a  formulaic  approach 
such  as  the  market  share  formula  and  the  proposal  will  make  it 
less  desirable  to  do  the  hard  deals  that  are  necessary  for  commu- 
nities to  see  long-term  gains.  Under  current  CRA  regulations,  we 
have  not  had  to  focus  primarily  on  loan  volume.  But  we  have  been 
able  to  seek  out  and  work  with  customers  that  might  not  normally 
have  access  to  bank  credit. 

For  example,  again,  a  number  of  New  York  banks  have  special- 
ized in  working  with  first-time  home  buyers  who  have  difficult 
problems  with  credit  histories,  appraisals,  and  buildings  needing 
rehabilitation.  We  must  continue  those  efforts. 

These  Wpes  of  activities  require  extra  time,  effort  and  cost.  If  the 
primary  focus  of  the  regulation  is  on  dollar  volume  and  number  of 
loans,  banks  will  be  encouraged  to  use  their  time  doing  more  of  the 
so-called  easy  loans. 

While  the  proposal  attempts  to  deal  with  this  problem  by  giving 
some  extra  credit  for  making  an  extra  effort,  we  are  worried  that 
this  is  not  enough  to  offset  the  emphasis  on  dollars  or  numbers,  nor 
is  it  enough  assurance  for  banks  to  continue  to  invest  the  time  and 
expense  in  loans  that  are  more  difficult  to  make. 

We  are  concerned  about  the  unintended  consequences  of  other 
aspects  of  the  proposal,  too.  And  we  have  described  some  of  these 
problems  in  our  written  statement  which  all  of  you  have.  The  agen- 
cies have  generously  provided  extra  time  for  comments,  which  we 
plan  to  use  to  analyze  the  proposal  more  fully. 

In  conclusion,  let  me  repeat  that  we  believe  that  banks  have 
made  great  strides  in  reinvesting  in  their  communities  and  will 
continue  to  do  so.  We  do  not  see  the  need  for  legislative  change  in 
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CRA,  and  while  there  is  room  for  improvement  in  the  regulation, 
we  do  not  want  to  see  changes  that  could  undermine  the  gains  we 
have  already  made. 

Thank  you  for  providing  us  with  the  opportunity  to  offer  our 
views  on  CRA  reform.  I  would  be  happy  to  answer  any  questions 
you  may  have. 

[The  prepared  statement  of  Mr.  Mark  Willis  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much,  sir. 

Mr.  LaufFer, 

STATEMENT  OF  JAMES  LAUFFER,  PRESmENT,  DJDEPENDENT 
BANKERS  ASSOCIATION  OF  AMERICA 

Mr.  Lauffer.  Mr.  Chairman,  I  am  Jim  LaufFer.  I  am  chairman, 
president,  and  CEO  of  the  First  National  Bank  of  Herminie  in 
Irwin,  Pennsylvania,  which  is  20  miles  east  of  Pittsburgh.  I  have 
been  with  the  bank  23  years  as  its  CEO.  We  have  seen  the  bank 
grow  from  a  $4  million  bank  to  a  $195  million  bank  in  the  same 
market.  So  we  do  make  all  the  loans  we  can  within  our  market- 
place. 

I  am  currently  president  of  Independent  Bankers  Association  of 
America,  which  is  a  trade  association  made  up  of  6,000  community 
banks  across  the  Nation.  We  appreciate  the  opportunity  to  testify. 
In  the  near  future  IBAA  will  be  submitting  formal  comments  to  the 
agencies,  and  we  ask  that  you  accept  these  comments  into  the 
record  of  this  hearing. 

The  proposed  regulations  respond  to  the  President's  directive  to 
improve  the  CRA  process  in  ways  that,  and  I  quote,  "minimize  the 
compliance  burden  on  financial  institutions  while  stimulating  im- 
proved CRA  performance."  This  initiative  was  based  on  the  recogni- 
tion that  CFIA  is  one  of  the  most  burdensome  and  least  effective 
regulations  we  are  having  to  deal  with. 

We  strongly  support  the  proposed  streamlined  examination  proc- 
ess for  banks  under  $250  million.  The  current  CRA  enforcement 
scheme  treats  large,  multinational,  and  regional  banks  the  same  as 
community  banks.  This  is  unjustified.  Both  the  banks  and  the  mar- 
kets they  serve  are  completely  different.  The  only  thing  that  my 
bank  has  in  common  with  Bankers  Trust  and  J. P.  Morgan  is  that 
we  both  accept  deposits  and  we  both  have  a  commercial  bank 
charter. 

In  1991,  the  Financial  Institutions  Subcommittee  recognized  this 
fact  and  adopted  an  amendment  offered  by  Representative  Kan- 
jorski  exempting  from  CRA  all  institutions  under  $150  million  in 
assets  and  all  rural  institutions  under  $250  million.  The  full  com- 
mittee dropped  the  proposal  in  a  deal  over  an  unrelated  provision. 
The  current  proposal  builds  on  the  principle  behind  the  Kanjorski 
amendment — that  community  banks  are,  by  definition,  committed 
to  serve  their  markets — while  maintaining  the  requirement  that  all 
institutions  comply  with  CRA. 

Community  bankers  strongly  support  the  goal  of  CRA  Many 
community  banks  serve  low-  to  moderate-income  residents  since 
they  make  up  the  great  majority  of  some  of  our  markets.  This  is 
where  we  work  and  where  we  live.  CRA  as  it  is  presently  adminis- 
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tered  detracts  from  banks  serving  these  communities  by  emphasiz- 
ing a  paper  trail  rather  than  an  ongoing  lending  performance. 

The  proposed  streamlined  examination  systems  for  banks  under 
$250  million  in  assets  is  consistent  with  tne  legislative  history  of 
CRA.  The  committee  reports  and  floor  debate  do  not  indicate  any 
intent  to  require  all  banks  to  undergo  an  identical  enforcement 
scheme.  And  the  legislative  history  makes  clear  that  the  act  was 
not  intended  to  require  banks  to  do  any  additional  paperwork.  The 
agencies'  proposal  is  completely  consistent  with  this  by  signifi- 
cantly cutting  back  paperwork  requirements  for  smaller  banks. 

We  believe  a  tiered  system  is  consistent  with  President  Clinton's 
request  for  CRA  improvements.  On  July  15,  at  the  White  House — 
and  I  had  the  privilege  of  attending  that  meeting — President  Clin- 
ton said,  and  I  quote,  "a  CRA  system  too  inflexible  to  recognize  the 
real  differences  among  the  circumstances  in  which  our  banks  and 
thrifts  operate  would  poorly  serve  both  our  financial  system  and 
our  communities." 

Currently,  banks  with  staffs  of  10  are  being  asked — and  are  ex- 
pected— to  do  the  same  as  banks  with  staffs  of  thousands.  The  pro- 
posed CRA  revisions  differentiate  between  multinational  and  re- 
gional institutions  serving  large,  metropolitan  areas,  and  commu- 
nity banks  serving  small  towns  and  rural  areas  across  this  Nation. 

The  $250  million  streamlined  examination  process  is  not  an  ex- 
emption. CRA  examiners  will  look  at  a  community  bank's  actual 
lending  record  to  determine  if  it  is  serving  its  community. 

The  streamlined  examination  system  has  a  serious  flaw,  how- 
ever. To  gain  a  satisfactory  rating,  a  commimity  bank  must  have 
a  60  percent  loan-to-deposit  ratio.  A  fixed  ratio  fails  to  account  for 
differences  among  local  markets  and  for  the  ebbs  and  flows  of  ac- 
tivity within  these  markets. 

Many  areas  across  the  country  lack  sufficient  loan  demand, 
which  makes  it  impossible  to  meet  the  60  percent  test.  In  addition, 
many  markets  experience  significant  seasonal  variations.  Half  the 
banks  do  not  reach  the  60  percent  test  at  present.  It  makes  no 
sense  for  examiners  to  impose  it  and  then  require  thousands  of 
banks  to  demonstrate  that  a  lower  ratio  is  reasonable. 

The  loan-to-deposit  benchmark  also  ignores  much  of  a  bank's 
community  reinvestment  activity.  Loans  that  banks  originate  and 
sell  into  the  secondary  market  help  our  communities  but  do  not 
show  up  in  the  loan-to-deposit  ratio. 

Similarly,  community  banks  effectively  lend  to  local  municipali- 
ties by  purchasing  municipal  bonds,  and  they  are  not  counted  as 
loans.  Banks  also  make  considerable  investments  into  CMOs, 
collateralized  mortgage  instruments,  and  mortgage-backed  securi- 
ties. These  investments  allow  banks  to  support  long-term  home 
lending  without  taking  long-term  interest  rate  risk. 

If  the  proposed  60  percent  loan-to-deposit  test  were  adjusted  to 
take  these  factors  into  account,  my  bank's  loan-to-deposit  ratio, 
which  is  now  49  percent,  would  move  to  67  percent.  And  I  might 
add,  SBA  loans  where  you  purchase  packages  are  not  included  in 
that  category,  and  also  the  college  loans  vou  may  sell. 

The  proposed  CRA  regulation  would  become  an  artificial  incen- 
tive for  banks  to  reach  to  make  loans  that  they  should  not  make. 
This  is  unwise  and  unnecessary.  Many  bankers  have  told  me  that 
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they  wish  that  there  were  more  opportunities  to  make  good  sound 
loans  in  their  marketplace. 

We  recommend  that  the  agencies  drop  any  reference  to  a  specific 
loan-to-deposit  ratio.  Though  some  have  argued  that  the  $250  mil- 
lion asset  level  encompasses  too  many  institutions,  it  only  applies 
to  16  percent  of  the  banking  industry  s  total  assets.  Many  commu- 
nity banks  above  that  level  operate  with  small  staffs  but  have  an 
intense  local  focus. 

We  recommend  community  banks  up  to  $500  million  have  the  op- 
tion of  being  examined  under  the  tiered  system.  This  would  only 
increase  the  level  of  assets  covered  to  approximately  19  percent  of 
the  total  banking  assets. 

We  also  recommend  that  banks  under  $250  million  in  assets 
within  somewhat  larger  holding  companies  be  eligible  for  the 
streamlined  examinations.  Again,  this  is  not  an  exemption.  This  is 
just  like  an  IRS  short  form.  Just  because  you  have  60  percent  or 
just  because  you  pass  one  of  these  things  does  not  mean  you  are 
not  going  to  be  examined  on  other  areas. 

Under  the  proposal,  regulators  could  impose  the  full  range  of  en- 
forcement provisions  to  enforce  CRA.  Congress  did  not  provide  for 
this  when  it  originally  passed  CRA.  We  will  urge  the  regulators  to 
continue  their  current  practice  of  enforcing  CRA  through  the  appli- 
cations process. 

We  appreciate  the  opportunity  to  assist  you  in  your  review  of  the 
proposed  CRA  regulations.  We  strongly  urge  you  to  support  the 
tiered  examination  system. 

Unless  community  banks  can  get  a  break  from  the  current  heavy 
burden,  they  will  find  it  increasingly  difficult  to  continue  serving 
their  communities.  That  would  truly  undermine  the  goals  of  the 
Community  Reinvestment  Act. 

I  thank  you  for  this  opportunity  to  testify,  Mr.  Chairman,  and 
will  answer  any  questions  when  the  panel  is  finished. 

[The  prepared  statement  of  Mr.  Lauffer  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much. 

Mr.  Culberson. 

STATEMENT  OF  JAMES  M.  CULBERSON,  JR.,  CO-CHAIR  OF  ABA 
GOVERNMENT  RELATIONS  COUNCIL,  AND  CHAIRMAN  AND 
CEO,  FIRST  NATIONAL  BANK  AND  TRUST  CO. 

Mr.  Culberson.  Thank  you,  Mr.  Chairman.  I  am  James  M. 
Culberson,  Jr.,  chairman  of  the  First  National  Bank  and  Trust  Co., 
in  Asheboro,  North  Carolina.  I  am  pleased  to  be  here  this  morning 
on  behalf  of  the  American  Bankers  Association. 

I  want  to  thank  you,  Mr.  Chairman,  and  Mr.  Ridge,  for  your 
leadership  in  emphasizing  the  importance  of  including  positive  in- 
centives to  achieve  a  balanced  approach  to  CRA.  The  proposal  we 
are  here  to  discuss  this  morning  would  make  sweeping  changes  in 
the  CRA  regulation.  Some  of  the  proposed  changes  are  good.  Others 
are  not  so  good. 

First,  the  good  news.  The  proposal  takes  a  very  positive  step  by 
recognizing  mat  one  size  does  not  fit  all.  Today's  approach  is  par- 
ticularly hard  on  community  banks  which  have  significantly  less 
capacity   to   cope   with   the   massive   documentation   required.   A 
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streamlined  examination  process  for  smaller  banks  will  free  up 
scarce  resources  for  more  protective  use  in  the  community  and  will 
be  welcome  news  to  both  banks  and  bank  customers. 

I  know  that  some  consumer  advocates  characterize  the  stream- 
lined examination  as  an  exclusion  for  small  banks.  That  is  simply 
not  true.  Streamlined  is  not  a  code  word  for  excused.  Small  banks 
would  have  the  same  obligation  they  have  today  to  meet  local  cred- 
it needs.  The  only  difference  is  that  they  would  not  be  required  to 
document  their  every  move. 

Another  positive  element  is  the  menu  approach,  one  that  offers 
different  options  for  demonstrating  CRA  compliance.  Also  positive 
is  that  specialized  institutions  like  credit  card  and  wholesale  banks 
would  be  able  to  meet  their  CRA  obligations  in  a  way  compatible 
with  their  type  of  business. 

However,  I  must  tell  you,  Mr.  Chairman,  that  we  have  grave  con- 
cern about  many  elements  of  the  proposal — not  only  about  how 
they  may  be  implemented  in  1994,  but  also  what  they  may  become 
in  future  years.  We  have  seen  well-intentioned  laws  and  regula- 
tions turn  into  nightmares  before. 

CRA  is  so  open-ended  that  our  industry  must  be  concerned  about 
ever-increasing  cost  and  its  potential  for  slowly  but  surely  sub- 
stituting government  and  political  control  over  the  credit  decision 
process. 

We  have  serious  concerns  about  the  proposal's  new  reporting  re- 
quirements for  all  banks  over  $250  million  in  assets.  Mr.  Chair- 
man, my  bank  has  approximately  $250  million  in  assets,  and  I  can 
tell  you  how  the  additional  reporting  requirements  will  affect  me 
and  my  customers.  It  will  raise  the  cost  of  each  and  every  small 
business,  small  farm,  and  reportable  consumer  loan  I  make,  and  it 
will  do  absolutely  nothing  to  improve  credit  availability. 

Worse  yet,  the  data  will  not  tell  you  much  about  the  credit  condi- 
tions for  small  business,  small  farms,  or  consumer  borrowers. 
Banks  are  not  the  only  source  of  these  loans.  Finance  companies, 
credit  unions,  and  other  lenders  do  not  report  their  lending  activi- 
ties. The  omission  of  these  players  will  certainly  give  an  incomplete 
picture  of  what  is  happening  in  these  markets. 

The  added  reporting  should  be  eliminated.  A  related  concern  is 
that  the  cutoff  for  the  streamlined  exam  is  too  low.  In  today's  mar- 
ket, a  $250  million  bank  is  not  very  big.  Banks  like  mine  are  doing 
a  good  job  meeting  the  credit  needs  of  their  communities  and 
should  have  no  difficulty  demonstrating  that  fact  under  a  stream- 
lined examination  process.  The  $250  million  threshold  should  be 
raised. 

We  are  also  concerned  that  the  proposed  60  percent  loan-to-de- 
posit ratio  test  is  unrealistic.  Many  smaller  community  banks  will 
find  a  60  percent  ratio  inconsistent  with  sound  business  practices. 
Moreover,  many  market  areas  do  not  have  sufficient  loan  demand 
to  generate  a  60  percent  loan-to-deposit  ratio.  The  60  percent  test 
is  simply  not  a  good  indication  of  how  well  a  community  bank  is 
meeting  local  credit  needs. 

Another  important  issue  is  credit  allocation.  We  are  increasingly 
concerned  that  the  phrase  "performance  over  paperwork"  is  being 
interpreted  to  mean  that  specific  bank  loan  targets  should  be  set 
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for  low,  and  moderate-income  borrowers  or  for  certain  geographic 
areas.  This  is  credit  allocation  pure  and  simple. 

Moreover,  the  proposed  market  share  test  may  inadvertently  set 
a,  quote,  "quota"  a  bank  must  meet  in  order  to  get  an  outstanding 
CRA  rating  and  may  create  tremendous  pressure  to  reduce  under- 
writing standards  in  order  to  meet  that  quota. 

I  would  like  to  add  one  final  point,  and  that  is  the  continued  ex- 
clusion of  credit  unions  and  other  financial  service  providers  from 
CRA.  Two  of  mv  biggest  competitors  are  credit  unions.  Both  are 
larger  than  my  bank  and  both  are  federally  insured,  and  yet  they 
have  no  CRA  responsibilities. 

Community  bankers  find  it  incredibly  fi*ustrating  that  credit 
unions,  security  firms,  mutual  funds,  insurance  companies,  and  the 
farm  credit  system  do  not  play  by  the  same  rules.  How  can  this  be 
justified? 

Mr.  Chairman,  a  great  many  questions  remain  about  how  to 
make  CRA  work  better.  Some  parts  of  the  regulators'  proposal 
seem  to  move  in  the  right  direction.  Others  are  entirely  at  odds 
with  efficient  and  effective  CRA  reform.  ABA's  Government  Rela- 
tions Council  will  meet  next  week  to  discuss  the  proposal  in  more 
depth  and  we  will  file  a  detailed  comment  letter  with  the 
regulators. 

There  are  many,  many  examples  of  bankers,  community  groups, 
and  local  governments  working  together  to  solve  local  problems  and 
build  a  better  future.  We  all  need  to  work  together  to  have  a  fair 
and  reasonable  structure  for  the  administration  of  CRA 

I  would  be  happy  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Culberson  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much,  Mr.  Culberson. 

Let  me  start  off"  by  just  asking  one  question.  Am  I  correct  in  my 
assumption  that  at  least  three  of  you  and  maybe  all  four  of  you 
have  some  difficulty  with  the  60  percent  ratio?  Is  that  correct 
across  the  board? 

Now,  this  is  the  only  subjective  area  within  the  whole  proposed 
new  regulations;  am  I  correct?  It  is  the  onlv  subjective  requirement 
that  you  have  in  the  whole  regulation,  and  that  is  your  loan-to-de- 
posit ratio.  It  seems  to  me  that  the  concern  is  in  large  measure  sort 
of  misplaced. 

Now,  I  am  not  on  your  side  of  the  table;  I  understand  that.  But 
what  I  am  trying  to  determine,  given  that  the  whole  process  is  pri- 
marily designed  to  move  us  toward  a  functional  level  to  ensure 
there  are  more  loans  into  areas  that  have  historically  been  ignored, 
how  do  you  get  to  that  point  without  having  some  quantifiable 
measure  by  which  you  can  actually  do  an  analysis? 

I  don't  see  many  other  ways  to  move  in  that  direction — and  I 
agree,  if  I  am  hearing  correctly,  that  quantitive  does  not  nec- 
essarily go  hand  in  hand  with  qualitative,  as  opposed  to  the  bank 
developing  some  mechanisms  to  ensure  there  is  quality  within  the 
quantity  by  virtue  of  setting  up  its  mechanisms  in  such  a  way  that 
it  assures  that  the  quality  of  the  loan  meets  all  of  the  safety  and 
soundness  requirements  that  are  historically  a  part  of  your  bank- 
ing practice. 

Will  one  of  you 
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Mr.  Lauffer.  I  would  like  to  address  the  60  percent  you  are  talk- 
ing about.  The  problem  there  is,  because  of  interest  rate  risk  and 
the  exposure  to  long-term  fixed-rate  loans,  that  most  banks  have 
to  sell  loans  into  the  secondary  market  that  are  20-,  25-,  30-year 
loans  at  fixed  rates. 

Now,  we  have  one  of  two  choices:  Don't  make  those  loans,  be- 
cause we  can't  guarantee  what  the  cost  of  funds  will  be  for  20 
years;  or  make  them  and  sell  them  to  the  secondary  market. 

Last  year  we  made  $9  million  of  those  loans  and  sold  them  to 
the  secondary  market.  That  helped  a  number  of  borrowers  in  our 
area,  but  we  don't  carry  the  loans  on  our  books.  Therefore,  they  are 
not  in  our  loan-to-deposit  ratio. 

You  also  have  college  loans  and  some  banks  are  even  selling 
their  car  paper,  which  means  they  serve  the  public,  but  it  doesn't 
appear  in  their  loan-to-deposit  ratio.  So  that  is  the  problem. 

If  you  are  allowed  to  add  in  these  things,  maybe  you  can  come 
up  with  a  certain  figure.  Ours  went  from  49  percent  to  67  percent. 
Included  in  that  were  CMOs  and  MBSs,  which  are  mortgages  made 
in  other  areas,  and  we  don't  have  enough  loan  demand  so  we  buy 
CMOs  and  MBSs,  which  are  packages  of  mortgages  made  some- 
place else. 

So  if  those  are  counted,  that  would  ease  the  burden.  But  to  get 
60  percent  of  straight  loans  on  your  books,  it  is  very  difficult.  And 
if  you  do  it  against  deposits  rather  than  assets,  that  is  another 
problem,  because  community  banks  fund  their  assets  through  de- 
posits. Large  city  banks,  regional  banks  only  fund  maybe  40  per- 
cent, 50  percent;  some  35  percent  of  their  assets  are  funded  by  de- 
posits. So  they  can  have  a  high  loan-to-deposit  ratio. 

The  ratios  should  probably  be  against  assets  rather  than  depos- 
its. That  would  make  it  more  fair  in  that  situation. 

Chairman  Flake.  Do  you  intend  during  the  course  of  the  com- 
ment period  then  to — first  of  all,  have  there  been  discussions  '-vith 
the  regulatory  bodies  as  they  design  the  proposal  in  relationship  to 
this  area?  And  if  not,  do  you  intend  during  the  comment  period  to 
raise  this  issue? 

I  think  perhaps  there  is  some  legitimacy  in  it,  because  you  have 
raised  for  me  some  concerns  as  it  relates  to  what  is  in  and  what 
is  not  in  in  terms  of  what  is  counted. 

And  given  some  of  the  areas  that  are  intended  to  be  covered  by 
CRA,  some  of  the  larger — I  wouldn't  say  larger,  but  some  of  the 
more  quantitive  loans  will  come  in  these  areas,  car  loans,  college 
loans  and  so  forth,  and  it  seems  to  me  that  it  is  an  appropriate 
question  to  be  raised.  What  is  the  plan  of  action  as  it  relates  to 
dealing  with  this  question? 

Mr.  Lauffer.  One-on-one  we  talked  to  Chairman  Greenspan  and 
Mr.  Ludwig  on  that,  and  we  felt  it  should  be  added  in.  As  we  make 
comments  to  those  agencies,  we  will  be  pointing  that  out. 

Chairman  Flake.  What  has  been  the  response  or  reaction? 

Mr.  Lauffer.  Mr.  Ludwig's  response  was  that  the  60  percent 
shouldn't  have  been  in  there;  there  shouldn't  be  a  numeric  figure 
in  there.  That  was  his  response  to  us. 

Because,  see,  actually,  selling  to  the  secondary  market  on  all 
these  things,  Mr.  Chairman,  you  can  actually  leverage  the  deposit 
base  in  your  community.  I  made  $9  million  in  mortgages  last  year. 
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They  are  on  somebody  else's  books,  but  they  are  in  my  market 
area.  If  I  make  $9  million  in  1994,  I  have  got  $18  million  less 
whatever  amortized  over  that  $9  million  this  year.  So  with  the  sec- 
ondary market,  you  can  actually  leverage  the  amount  of  loans  that 
you  are  making. 

Chairman  Flake.  Does  this  not  then  raise  a  question  as  it  re- 
lates to  not  only  this  proposal  but  in  terms  of  general  banking  pol- 
icy, some  discussions  need  to  be  open  with  the  secondary  market 
sources,  Fannie  and  Freddie  and  others,  to  discuss  how  they  will 
participate  in  assuring  that  we  can  have  a  successful  CRA  Program 
by  virtue  of  what  the  secondary  market  is  open  to  receive. 

I  mean,  as  most  of  you  know,  I  have  consistently  argued  that  one 
problem  of  the  secondary  market,  for  instance,  is  that  small  com- 
mercial strip  development,  which  is  essential  to  the  rebuilding  of 
many  urban  communities  and  rural  communities,  I  have  discov- 
ered, because  in  small  towns  that  I  visited  doing  field  hearings 
down,  for  instance,  in  Mississippi,  where  the  Wal-Mart  may  be  the 
basic  anchor  for  whatever  is  left  of  the  business  district,  the  reality 
is  if  we  had  a  source  for  moving  some  of  those  loans  onto  the  sec- 
ondary market,  we  could  rebuild  some  of  those  communities. 

I  just  did  a  hearing  up  in  Newburgh,  New  York,  which  has  the 
same  kind  of  problem,  because  the  secondary  market  is  not  taking 
the  loans  that  they  would  need  to  make  in  order  to  rebuild  what 
is  essentially  an  eroding  downtime  structure  because  it  has  been 
there  so  long. 

What  is  the  role  of  the  secondary  market,  and  how  do  we  access 
them  in  terms  of  a  level  of  participation  that  makes  it  easier  for 
us  to  assure  that  they  are  active  participants  in  guaranteeing  that 
this  process  will  work? 

Mr.  Lauffer,  Are  you  asking  me? 

Chairman  Flake.  Whoever. 

Mr.  Lauffer.  The  SBA  can  be  used  in  some  of  that  right  now. 
And  then  they  can  be  sold  on  the  secondary  market.  And  a  number 
of  our  banks  and  a  number  of  the  larger  banks  do  that. 

But  you  are  exactly  right.  Those  SBA  loans  are  more  cookie- 
cutter-type  approach  loans.  There  are  loans  to  small  business  that 
don't  fit  into  that  category.  And  the  problem  that  we  see  with  the 
secondary  market  for  other  commercial  loans  is  the  lack  of 
standardization. 

Chairman  Flake.  If  you  will  suspend,  I  have  not  seen  Ms. 
Waters  this  year  yet.  Go  on,  I  am  sorry. 

Mr.  Lauffer.  I  lost  my  place. 

Chairman  Flake.  I  did,  too. 

Mr.  Roth.  See  what  effect  Maxine  has? 

Mr,  Lauffer.  You  are  absolutely  right,  the  secondary  market 
could  help  that.  The  only  problem  for  the  secondary  market,  there 
has  to  be  a  cookie-cutter  approach  on  loans.  They  nave  to  all  look 
the  same.  And  that  I  think  is  the  big  hangup  of  the  secondary  mar- 
ket on  small  business  loans  that  is  not  in  that  cookie-cutter 
pattern. 

Chairman  Flake.  It  is  an  argument  they  have  consistently  made 
with  me,  yet  the  reality  is,  if  the  secondary  market  only  focuses  on 
home  loans,  and  maybe  one  to  four  or  one  to  eight,  or  whatever, 
the  reality  is  we  could  build  a  lot  of  housing  and  still  have  failures 
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because  the  housing  is  not  supported  by  the  commercial  strips  on 
the  front  of  the  same  block  in  which  there  is  new  residential 
property. 

I  understand  the  attempt  to  try  to  keep  it  narrow  simply  in 
terms  of  the  definition  of  having  a  cookie-cutter  approach.  Yet,  I 
don't  think  you  can  talk  about  rebuilding  the  communities  that  are 
expected  to  be  impacted  by  CRA  without  having  some  flexibility  in 
terms  of  what  they  can  actually  receive  or  what  they  are  willing 
to  buy  from  the  lending  commimity. 

And  I  just  don't  know  that  we  can  do — we  can't  expect  CRA  to 
totally  solve,  as  most  of  you  say  in  your  testimony,  the  total  prob- 
lem without  trying  to  find  a  way  to  get  the  secondary  market  to 
understand  that  it  has  a  role  to  also  redesign,  restructure,  in  a  way 
that  allows  it  to  take  some  of  those  loans  in  categories  that  they 
historically  have  to  the  be  willing  to  look  at. 

And  that  is  just  a  feeling  that  I  have.  And  I  don't  know  whether 
your  associations  can  play  a  role  in  assisting  us  in  the  process  of 
some  redefinition  in  that  area. 

Do  you  think  that — yes? 

Mr.  OSREDKER.  Mr.  Chairman,  with  regard  to  sale  of  the  second- 
ary market,  we  do  find  that  in  the  experience  of  our  institution, 
that  the  special  programs  that  we  have  designed  to  target  low-  and 
moderate-income  borrowers  are  not  saleable  on  the  secondary  mar- 
ket. And  as  I  said  in  the  SCBA  testimony,  the  current  proposal 
would  encourage  lenders  who  are  able  to  sell  on  the  secondary  mar- 
ket because  they  are  able  to  generate  more  loans  and  get  reward 
for  those  loans. 

So  certainly  there  is  a  need  to  expand  the  secondary  market  to 
take — to  be  able  to  purchase  those  loans  fi'om  institutions  when 
those  institutions  are  originating  them  and  using  more  flexible 
lending  criteria.  The  portfolio  lenders  who  have  the  special  pro- 
grams will  continue  to  be  penalized  under  the  current  system  imtil 
the  secondary  market  is  expanded. 

So  personally  and  in  Farm  and  Home's  view,  we  would  encour- 
age, you  know,  any  reform  of  the  secondary  market  to  expand  the 
purchase  of  what  we  call  CRA-related  loans. 

Mr.  Lauffer.  Mr.  Chairman,  the  Federal  Home  Loan  Bank,  I 
think  FIRREA  allowed  commercial  communitv  banks  to  join  the 
Federal  Home  Loan  Program,  and  thousands  nave  already  joined. 
In  fact,  there  are  more  community  banks  now  as  members  than 
there  are  thrifts.  And  maybe  there  is  something  through  that  sys- 
tem, they  provide  special  low-cost  funds  to  do  special  CRA  things. 
Maybe  there  is  a  way  there  that  the  Federal  Home  Loan  Bank  Sys- 
tem could  be  used  to  help  fund  or  to  purchase  those  kind  of  assets 
once  we  originated  them. 

Chairman  FLAKE.  Ms.  Waters  has  laryngitis.  That  is  exactly  the 
question  she  just  raised,  whether  or  not  the  Federal  Home  Loan 
Bank  Board  could  do  it  by  virtue  of  what  we  have  already  done 
with  FIRREA. 

I  think  we  have  to  try  to  get  them  to  have  the  will  and  under- 
stand that  if  we  are  going  to  do  a  revamping  of  the  whole  CRA — 
or  rather,  revision  of  it,  that  they  have  to  be  a  party  in  terms  of 
assisting  us  in  making  sure  that  this  is  successful. 

Yes,  sir. 
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Mr.  Willis.  I  just  want  to  make  a  quick  comment  on  the  Federal 
home  loan  bank.  The  main  purpose  of  it  is  to  help  banks  with  fund- 
ing. Those  banks  that  don't  have  a  problem  funding  would  not  have 
another  reason  to  join.  And  if  it  is  to  be  a  vehicle,  there  ought  to 
be  a  way  for  all  of  us  to  participate  in  their  specialized  programs, 
which  is  not  the  way  it  is  now. 

Chairman  Flake.  Now,  give  a  little  more  definition  to  that. 

Mr.  Willis,  What  I  mean  is,  for  Chase  to  join,  where  we  don't 
need  the  funding  from  the  Federal  home  loan  bank,  there  really  is 
no  reason  to  join.  We  would  only  want  to  join  to  participate  in  com- 
munity development  kinds  of  programs  that  they  have. 

And  they  award  funds  under  the  Affordable  Housing  Program  by 
the  way,  on  a  one-off  basis.  They  have  a  competition,  basically,  and 
evaluate  on  a  case-by-case  basis,  and  that  is  one  of  the  advantages 
they  have  now. 

Chairman  Flake.  It  seems  to  me  vou  and  I  had  some  discussion 
about  whether  or  not  a  bank  like  Cnase  could  in  fact  put  its  com- 
munity development  portion  of  its  operation  into  that. 

Mr.  Willis.  That  is  correct.  At  the  current  time,  that  is  not  pos- 
sible. I  think  what  we  need  is  an  additional  kind  of  membership 
or  something  that  would  allow  us  to  participate  in  the  community 
development  aspects  of  what  the  Federal  home  loan  bank 

Chairman  Flake.  Without  moving  the  whole  bank  operation  in, 
but  just  merely  that  portion  that  does 

Mr.  Willis.  It  does  not  otherwise  make  economic  sense  for  us  to 
belong,  because  its  basic  service  is  not  something  we  need  to 
purchase. 

Chairman  Flake.  That  is  something  I  think  we  should  have  fur- 
ther discussions  and  perhaps  explore.  That  would  probably  require 
some  legislative  change.  The  question  then  becomes  whether  or  not 
we  are  going  to  do  anything  that  opens  up  that  whole  banking 
question  this  year. 

But  I  think  we  ought  to  explore  it  because  that  is  the  only — I 
don't  see  this — I  think  we  make  a  giant  step  with  what  we  are  trv- 
ing  to  do  with  CRA,  but  I  don't  see  it  being  fully  implemented  witn- 
out  the  ability  for  banks  to  know  that  there  is  some  ability  to  move 
those  loans  in  this  category,  into  the  secondary  market. 

So  let's  try  and  work  together  on  it  and  try  to  get  the  regulators. 
Perhaps  they  can  help  us  with  some  direct  involvement  with  the 
Federal  Home  Loan  Bank  Board  as  well. 

Mr.  Culberson.  I  would  like  to  add  one  other  factor  in  the  60 
percent  test.  Yesterday,  I  talked  to  a  banker  in  a  Midwestern  State 
in  a  town  of  2,600.  His  bank  is  about  a  $20  million  bank.  There 
are  two  other  banks  in  his  town  as  well. 

His  bank  has  a  38  percent  loan-to-deposit  ratio.  The  other  two 
were  under  45  percent.  There  just  is  absolutely  no  demand  for 
loans  in  his  area.  And  he  concerns  himself  with  the  60  percent 
ratio  when  there  is  just  nothing  there  to  develop  the  loan.  So  not 
only  do  we  have  the  need  in  the  secondary  market,  but  we  have 
areas  like  this  banker  expressed  to  me  that  is  a  real  problem. 

We  have,  on  the  other  side  of  the  coin,  banks  that  are  located  in 
communities  where  it  is  retirement  communities,  where  people  are 
not  borrowers,  they  are  savers  and  depositors.  And  again,  those 
types  of  banks  have  difficulty  in  meeting  demand  for  loans,  too. 
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Chairman  Flake.  In  certain  categories  of  the  proposal  there  is 
a  tiering  system.  Would  a  tier  system  work  well  in  terms  of  defin- 
ing certain  banks  within  categories  as  it  relates  also  to  the  ratios? 

Mr.  Culberson.  I  am  sure  it  would.  But  on  economic  areas,  it 
is  just  not — ^it  is  very  difficult  to  do  a  tier.  You  could  have  a  bank 
of  a  certain  size  still  in  an  area  that  had  very  low  demand  or,  for 
example,  in  the  flood  area  where  you  have  got  insurance  money 
coming  back  in,  they  are  not  necessarily  borrowing  in  that  in- 
stance. I  know  in  the  hurricane  in  South  Carolina,  there  was  so 
much  insurance  money  that  came  in  that  people  weren't  really  bor- 
rowing to  replace  it  all. 

Mr.  Lauffer.  I  think  the  point  is  in  everything  we  are  trying  to 
say  is  you  have  to  look  past  the  loan-to-deposit  ratio  at  what  else 
is  there,  what  market  is  there.  You  have  the  farms,  as  Jim  men- 
tioned, which  are  seasonal. 

At  certain  times  of  the  year  their  loan-to-deposit  ratio  would  be 
very,  very  low.  Other  times  of  the  year,  it  would  be  substantially 
higher.  So  just  looking  at  loan-to-deposit  and  quantifying  the  num- 
ber is  difficult  to  do. 

Chairman  Flake.  The  loan-to-deposit  ratio  would  not  be  meas- 
ured based  on  the  seasonal  aspect,  but  it  would  be  really  over  an 
annual  category  or  some  other  kind  of  measurement,  I  am  sure,  as 
it  relates  to  time;  isn't  that  correct? 

Mr.  Lauffer.  I  am  not  sure.  I  would  think  they  would  just  take 
the  four  call  reports,  as  they  do  now,  to  develop  your  statistics.  If 
they  did  that,  it  might  even  out  with  one  call  report  being  in  a  high 
loan  time  of  the  year. 

Chairman  Flake.  I  will  have  some  other  questions. 

At  this  time,  I  would  like  to  recognize  Mr.  Toby  Roth  who  is  my 
friend,  who  is  still  here  since  doomsday  did  not  come  overnight. 

I  am  happy  to  see  you. 

Mr.  Roth.  Thank  you,  Mr.  Chairman. 

I  don't  think  doomsday  will  come  for  a  while,  but  anyway,  that 
is  a  different  discussion. 

Chairman  Flake.  You  had  a  great  night,  you  wakened  to  see  this 
new  day  of  sunshine. 

Mr.  Roth.  I  always  try  to  be  optimistic,  sir.  I  appreciate  the  good 
testimony  here  this  morning.  I  am  delighted  you  are  here  to  appear 
before  Congress,  because  I  think  we  have  to  get  a  good,  balanced 
view  of  what  is  taking  place. 

I  like  the  one  sentence  here  that  Mr.  Osredker  had  for  us,  I  am 
here  today  because  of  my  familiarity  with  the  nitty-gritty  of  CRA, 
how  I  actually  apply  it  and  put  it  into  action.  I  think  basically  that 
is  the  message  we  have  to  hear. 

Mr.  Culberson,  you  mentioned  you  don't  like  the  "one-size-fits- 
air  approach,  but  that  is  what  you  get  when  you  have  national  leg- 
islation. And  there  again,  that  is  why  it  is  important  for  us  to  be 
sensitive. 

I  had  a  number  of  questions  on  the  60-percent  requirement,  but 
we  have,  I  think,  explored  that  pretty  well.  So  let  me  just  say  that 
my  experience  when  I  go  back  home  and  talk  to  my  bankers  is 
about  every  bank  or  institution  I  walk  into,  they  almost  meet  me 
at  the  door,  too  damn  much  regulation!  We  know  the  script.  And 
I  know  you  know  the  script  for  that. 
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That  is  why  it  is  important  for  you  to  be  here  and  also  for  your 
people  in  your  profession  to  come  and  visit  Capitol  Hill. 

Let  me  ask  you,  this  CRA,  I  don't  want  to  ask  you  what  it  is  cost- 
ing your  bank,  but  what  does  it  basically  cost  a  bank  with,  say, 
$250  million  of  assets? 

Mr.  Culberson,  has  any  study  been  done,  so  you  can  say  this  is 
about  what  it  costs  us,  this  is  what  it  means  to  us  and  to  our 
customers? 

Mr.  Culberson.  I  know  various  banks  and  trade  associations 
have  done  studies  on  the  actual  costs.  It  is  awfully  hard  to  put  a 
handle  on  it  in  terms  of  time  spent,  numbers  of  people  that  are  in- 
volved in  it,  compliance  requirements  with  it. 

I  would  say  that  in  a  bank  like  mine,  in  view  of  my  time,  the 
staff  time,  that  we  are  probably  looking  at  $40,000  or  $50,000  a 
year  in  time.  Now,  we  have  developed  programs,  low-  to  moderate- 
income  loan  programs  that  sort  of  thing,  which  is  also  costly,  not 
including  the  actual  cost  of  time  putting  on  those  loans. 

Mr.  Roth.  Jim,  you  wanted  to  add  something? 

Mr.  Lauffer.  We  have  somewhat  of  a  figure.  We  had  Grant 
Thornton,  an  accounting  firm,  do  a  study  a  year  or  two  ago  pre- 
FDICIA,  studying  which  regulations  were  the  most  burdensome, 
costly,  and  so  on. 

CRA  was  number  1  out  of  10.  Doing  actual  field  work  that  they 
did  and  then  using  those  figures  across  our  6,000  members,  we 
come  up  with  nearly  $1  billion  per  year  just  to  handle  CRA.  CRA 
was  our  number  one  on  the  list  from  all  the  bankers  in  the  survey, 
and  then  putting  the  costs  on  it,  it  was  $1  billion. 

I  think  some  outside  people  have  looked  at  Grant  Thornton's 
study.  I  think  I  read  somewhere  where  they  felt  that — I  think  the 
GAO  felt  it  was  the  more  accurate  study  than  any  that  had  been 
done. 

Mr.  Roth.  That  is  very  enlightening,  Jim.  I  appreciate  that. 
Banks  today,  I  like  to  speak  candidly  because  we  only  have  so 
much  time,  seem  to  be  in  good  shape  because  our  interest  rates  are 
down.  What  concerns  me  is  when  this  cycle  turns,  and  we  have  all 
this  regulation,  what  is  that  going  to  mean  to  the  mdustry? 

Mr.  Lauffer.  Well,  this  study  was  done  pre-FDICIA,  and,  I 
mean,  I  can  tell  you,  and  I  think  Jim  will  tell  you,  we  see  our  peers 
disappearing  every  day  because  of  overburdensome  regulation,  not 
only  in  cost,  but  time,  and  the  civil  money  penalties  if  you  do  some- 
thing wrong.  Our  lending  policy,  for  example,  after  FDICIA,  went 
from  a  four-  or  five-page  lending  policy  to  something  like  that,  just 
to  meet  the  requirements. 

And  it  is  a  burden  to  the  system.  And  there  is  no  other  way  to 
look  at  it.  Regulation  costs  money,  and  it  is  filtered  down  to  the 
consumer.  The  end  result  affects  the  people  down  there  because  we 
have  got  to  raise  our  prices  or  whatever  to  cover  the  costs  that  we 
are  dealing  with. 

Mr.  Roth.  You  know,  yesterday  we  had  an  interesting  panel  be- 
fore us,  too.  We  talked  about  CRA  from  the  regulators'  point  of 
view,  and  they  mentioned  there  are  no  quotas  involved  in  this  reg- 
ulation. In  fact,  one  of  the  regulators  went  out  of  his  way  to  say, 
"no  quotas  involved."  But  as  I  look  at  it,  you  may  not  have  quotas 
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written  in,  but  don't  you  have  de  facto  quotas  when  your  regulators 
go  in? 

Mr.  OsREDKER.  I  would  like  to  address  that  issue,  Congressman 
Roth.  When  we  have  examiners  come  in,  what  they  like  to  do  is 
compare  the  amount — in  our  institutional  experience  speaking 
only,  the  amount  of  dollar  amount  of  loans  and  the  amount  of  loans 
we  have  made  in  low-  to  moderate-income  areas,  and  then  compare 
that  to  the  dollar  amount  that  other  HMDA-reporting  institutions 
have  also  made.  And  HMDA-reporting  institutions  only  cover  in- 
sured depository  institutions,  the  credit  unions,  the  finance  compa- 
nies, those  are  not  HMDA  reporting  under  the  current  regulations. 

And  they  like  to  make  sure  that  you  have  done  your  fair  share 
compared  to  what  other  institutions  have  done.  And  as  long  as  you 
are  within  80  percent  is  what  they  use  for  us,  then  you  would  get 
a  satisfactory  rating  in  that  particular  test.  And  that  was  the  vol- 
ume of  loans  we  have  originated. 

And  that  particular  test  was  a  significant  influence  on  our  over- 
all rating.  And  we  are  regulated  by  the  Office  of  Thrift  Supervision. 
And  there  isn't,  quote,  "quotas"  that  you  have  to  meet  as  far  as  a 
certain  dollar  level,  but  you  do  have  to  be  doing  what  other  institu- 
tions are  doing.  And,  unfortunately,  with  that  gauge,  the  HMDA- 
reporting  institutions  are  only  required  to  report  loans  in  a  metro- 
politan statistical  area,  which  includes  a  substantial  amount  of 
rural  areas  across  America. 

Mr.  Roth.  Yes? 

Mr.  Culberson.  Mr.  Roth,  in  that  case  of  quotas  or  credit  alloca- 
tion, however  you  want  to  call  it,  the  way  the  program  is  set  up 
at  this  point  in  time,  you  are  supposed  to  have  in  low-  and  mod- 
erate-income areas  the  same  market  share  or  more  than  you  have 
in  your  other  areas.  In  other  words,  trying  to  equal  it  all  out.  Well, 
nobody  has  exactly  the  same  market  share  in  anything. 

And  in  that  sense,  that  is  forcing  a  credit  allocation.  And  it  also 
has  a  negative  effect  on  some  banks  that  are,  for  example,  in  met- 
ropolitan areas  like  Washington  or  New  York,  that  are,  let's  say, 
African-American  banks,  or  in  San  Francisco  or  in  Los  Angeles  that 
are  Asian  banks,  who  have  specialized  in  their  areas,  in  taking 
care  of  that  business. 

Now  the  larger  banks,  in  order  to  meet  quotas,  have  to  come  in 
and  the  demand  is  150  percent  of  what  is  actually  there.  And  so 
it  becomes  a  real  problem  on  the  smaller  bank  in  that  particular 
instance  as  well.  So  there  is  that  push  toward  credit  allocation,  in 
our  opinion. 

Mr.  Roth.  I  appreciate  your  explanation,  because  that  is  the  way 
I  had  it  analyzed,  and  it  is  important  for  to  us  hear  that  message, 
otherwise  we  get  a  one-sided  opinion  and  we  don't  make  a  good 
judgment  because  we  don't  have  all  the  facts. 

Mr.  Lauffer.  There  is  another  factor  there.  Congressman  Roth, 
and  that  is,  if  you  take  the  State  of  California,  where  houses  are 
$170,000  or  $200,000,  and  in  our  area  they  are  like  $80,000  to 
$100,000  in  an  upscale  area,  you  can  make  10  $350,000  loans  and 
have  $3,500,000  on  your  books,  whereas  to  get  that  same  in  a  low- 
to  moderate-income  area,  you  have  to  service  many,  many  more 
people  to  get  that  dollar  amount  of  loans.  So  you  have  to  look  at 
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numbers  of  loans  as  you  look  at  the  whole  thing,  too,  because  num- 
bers become  a  very  important  thing, 

I  can  make — we  are  the  lowest  in  car  rates  in  the  Pittsburgh 
market  and  we  make  oodles  of  car  loans,  but  that  is  a  lot  of  dif- 
ferent little  pieces  of  paper,  where  another  bank  can  go  out  and 
make  one  $300  million  loan,  it  is  one  piece  of  paper,  and  their  costs 
are  a  lot  less  in  doing  that.  But  you  have  to  look  at  the  numbers, 
because  of  the  difference  in  housing  and  the  whole  thing. 

Mr.  Roth.  I  appreciate  your  testimony.  I  appreciate  your  an- 
swers. I  am  sort  of  a  blunt-spoken  person. 

And  Mr.  Culberson,  I  would  like  to  give  you  a  little — I  am  not 
here  to  give  advice,  I  just  want  to  answer  one  of  your  questions, 
because  I  don't  know  whether  it  was  a  rhetorical  question  or  not. 

You  mentioned  credit  unions.  In  the  State  of  Wisconsin  we  have 
one  out  of  four  people  belonging  to  a  credit  union.  When  you  men- 
tioned that  I  had  to  chuckle,  because  it  is  Valentine's  time,  and  3 
years  ago,  the  State  of  Wisconsin  had  this  Valentines's  program 
where  the  credit  unions  sent  Valentines  to  the  Congressmen,  "Keep 
Your  Hands  Off  of  the  Credit  Unions."  I  had  over  15,000  of  those 
cards. 

Now,  the  moral  of  the  story  is  this.  When  you  talk  to  your  bank- 
ers, I  would  like  to  have  you  say,  hey,  we  have  all  got  to  be  in- 
volved in  politics.  And  when  the  banker  says,  we  are  not  going  to 
go  visit  the  Congressman  in  Washington,  you  tell  him,  in  this 
world,  in  this  day  and  age  we  are  living  in,  everyone  has  to  be  in- 
volved to  some  degree  in  politics.  You  tell  them  it  makes  a  lot  of 
difference  when  they  come  here,  because  we  have  got  to  hear  both 
sides  of  the  story.  Otherwise,  when  we  hear  just  one  side,  you  get 
lopsided  legislation. 

I  think  it  was  you,  Jim,  who  mentioned,  you  see  some  of  your 
people  going  out  of  business,  and  so  on.  We  have  got  to  hear — that 
is  why  the  testimony  you  gave  here  this  morning  is  so  important 
because  it  offsets  what — if  not  offsets,  it  gives  another  picture,  and 
we  have  to  have  a  total  picture.  It  is  like  a  mosaic, 

Mr.  Lauffer.  We  will  make  sure  some  Valentines  come  down 
here. 

Mr.  Roth.  I  am  not  looking  for  any  more  Valentines.  I  just 
thought  it  was  important  for  people  like  yourselves  to  hear  the 
message,  you  have  got  to  get  your  entire  industry. 

Mr.  Lauffer.  I  think  the  point — Jim  and  I  have  been  in  banking, 
I  have  all  my  life,  I  am  not  sure  about  Jim,  but  we  have  seen  these 
other  entities  steal  our  markets  completely.  The  car  paper  now 
goes  to  the  captives,  the  mortgages  go  mostly  to  mortgage  brokers. 

Mr.  Roth.  General  Motors  makes  more  loans  than  you  do. 

Mr.  Lauffer.  That  is  exactly  right.  We  have  a  dwindling — every- 
body is  in  our  business,  but  we  continue  to  get  heavily  regulated 
way  more  than  they  are,  therefore  thev  can  do  business  at  a  small- 
er cost,  and  they  are  not  swept  in.  Tne  credit  unions,  the  mutual 
funds. 

The  mutual  funds,  just  look  at  the  figures  and  you  see  how  much 
asset  base  is  going  out  of  everybody's  community  on  mutual  funds. 
But  they  don't  have  any  CRA  requirements.  They  don't  have  any 
fair  lending  requirements.  They  don't  have  any  of  those  type  of 
things. 
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We  have  watched,  as  our  market  share  has  dwindled  away  over 
the  years,  for  these  other  less-regulated,  like  the  credit  unions,  it 
is  terrible,  our  market  has  just  gone  like  that,  yet,  more  and  more 
of  the  burden  has  been  put  on  our  industry  versus  the  other 
industries. 

Mr.  Roth.  I  appreciate  that  testimony  very  much.  I  think  it  is 
important  for  us  to  hear  that. 

Thank  you. 

While  the  chairman  is  looking  for  his  question,  maybe  I  can 
make  another  comment  here.  When  I  got  into  politics,  not  that  long 
ago,  in  Wisconsin,  my  hometown,  we  had  all  these  locally  owned 
banks.  Do  you  know  how  many  we  have  left?  One.  We  have  one. 

You  were  going  to  say  zero.  We  have  one,  just  started  up  last 
summer.  So  I  am  concerned  about  what  is  happening  in  your  in- 
dustry, and  we  want  to  be  sensitive  to  the  problems  you  have,  too. 

Chairman  Flake.  I  am  going  to  yield  to  Ms.  Waters,  and  then 
ask  questions  on  her  behalf,  since  she  has  laryngitis  today. 

Do  banks  get  CRA  credit  for  business  loans  under  the  new 
proposal? 

Mr.  Culberson.  There  is  a  reporting  requirement  under  the  new 
proposal  to  report  information  on  business  loans.  So  far  as  specific 
credit,  I  don't  believe  it  is  in  there.  It  is  just  a  reporting  require- 
ment which  we  think  is  another  regulatory  burden  that  we  don't 
need,  primarily — Mr.  Chairman,  or  Ms.  Waters,  who  asked  the 
question — primarily  because  small  businesses  are  so  difficult  to  de- 
fine. And  the  way  this  proposal  comes  about,  there  are  issues  of 
when  we  are  supposed  to  report  information. 

Women,  we  are  constantly  talking  with  the  small  business.  They 
may  come  in  this  morning  and  make  a  deposit,  and  say  I  am  think- 
ing about  borrowing  $50,000  to  put  an  addition  on.  Well,  are  we 
supposed  to  report  that? 

It  is  a  conversation.  These  are  the  sort  of  issues  that  get  involved 
when  we  talk  about  small  business  loans. 

Secondarily,  we  make  small  business  loans  that  we  don't  even 
know  we  are  making.  People  borrow  against  their  home  to  put 
money  into  their  business.  Is  that  reported?  W^e  don't  know  that 
half  the  time.  So  it  is  very,  very  difficult  to  put  together  all  the  in- 
formation that  is  needed  on  small  business. 

And  that  is  part  of  the  issue  in  the  proposal,  small  business  re- 
porting, which  we  don't  think  is  a  necessary  point.  There  is  report- 
ing now  required  under  the  call  report  on  business  loans,  which  we 
think  should  be  examined  further  to  see  what  can  come  out  of  that 
before  we  come  to  another  regulatory  requirement  in  expensive 
costs  for  small  business  reporting, 

Mr.  Willis.  I  would  like  to  add  to  that,  while  the  followup  ques- 
tion is  being  composed.  There  are  a  number  of  different  aspects  of 
that  question.  I  would  like  to  note  small  business  lending  is  in  the 
market  share  test,  and  one  of  the  things  we  mentioned  in  our  testi- 
mony here  is  our  concern  as  to  the  breadth  of  the  market  share 
test,  in  that  its  failure  to  cover  certain  kinds  of  loans  would  make 
them  not  count,  as  I  said  before. 

And  that  is  separate  from  the  issue  of  whether  market  share  is 
really  the  right  test  at  all.  But  if  you  have  that  test,  with  regard 
to  small  business  commercial  revitalization  and  local  rehab,  it  is 
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not  clear  that  these  activities  are  in  the  test  at  all.  So  I  think  there 
is  a  problem  with  part  of  it. 

Chairman  Flake.  That  is  a  big  omission  if  it  is  not. 

Mr.  Willis.  I  think  there  is  a  fundamental  question  about  the 
market  share  test,  if  I  can  use  some  of  the  language  you  did,  in 
that  it  is  quantifiable,  measurable.  But  even  if  you  could  measure 
whatever  you  wanted,  when  all  is  said  and  done,  and  everybody  is 
complying  or  doing  well  under  the  measure  of  market  share,  will 
we  have  increased  the  amount  of  community  investment  that  we 
care  about? 

And  I,  as  the  testimony  made  clear,  we  don't  think  that  is  the 
case.  You  have  a  very  sophisticated  test,  but  what  are  you  testing? 
What  is  the  result  of  trying  to  put  numbers  around  it  in  that  way 
and  say  this  is  in  and  that  is  out,  and  everybody  has  to  have  their 
share.  It  is  not  clear  that  that  approach  gets  you  to  what  we  all 
care  about  and  what  I  believe  was  the  spirit  and  intent  of  CRA  in 
the  first  place. 

I  think  it  is  a  very  fundamental  concern  that  this  one  question 
does  raise,  and  we  could  come  at  it  a  number  of  different  ways. 

Chairman  Flake.  What  would  be  your  proposal  for  dealing  with 
that  issue? 

Mr.  Willis,  There  are  two  directions  to  go  in.  One,  which  I  put 
on  the  table  just  because  I  think  you  have  to,  and  that  is,  to  try 
and  make  the  market  share  test  cover  everything,  OK?  Try  and  get 
it  to  have  the  right  breadth,  and  also  get  out  of  this  idea  that 
everybody  has  to  have  a  certain  share,  which  gets  very  close  to 
credit  allocation  and  will  create  a  kind  of  syndrome  here  where 
there  is  a  competition  among  banks  for  share  and  not  necessarily 
to  do  the  right  thing. 

So  if  you  were  to  tiy  to  play  around  with  the  market  share,  you 
would  want  to  do  what  I  said.  You  might  want  to  reduce  the 
threshold  for  satisfactory,  and  you  have  to  do  more  to  get  an  out- 
standing. Otherwise  you  create  a  musical  chairs  situation,  if  you 
get  more  share,  somebody  else  by  definition  has  to  have  less. 

Even  if  the  whole  market  is  being  served,  if  it  is  not  divided  up 
right,  you  have  got  losers  under  this  thing.  So  you  have  to  get 
away  from  that  part  of  it.  You  could  try  and  change  or  modify  the 
market  share  test  so  it  loses  some  of  those  attributes  that  seem  to 
be  detrimental  to  what  we  all  care  about. 

The  other  alternative,  which  is  better  but  I  regret  having  to 
make,  is  to  just  drop  it.  It  doesn't  work.  As  the  whole  discussion 
makes  clear,  CRA  investments  are  some  hand-crafted  kind  of  stuff. 
If  all  you  want  us  to  do  is  diwy  up  the  easy  business  out  there, 
then  you  have  a  test  that  does  that. 

If  what  we  really  care  about  is  increasing  the  size  of  the  pie  and 
really  going  out  there  and  doing  the  hard  deals,  doing  the  things 
that  maybe  don't  fit  under  any  generally  accepted  criteria,  whether 
it  is  the  secondary  market  criteria  or  anybody  else's,  but  because 
by  being  in  the  community  we  realize  something  has  to  be  done, 
and  we  can  find  a  safe  and  sound  procedure,  then  you  have  to  leave 
that  flexibility  in. 

Chairman  Flake.  And  you  have  done  much  of  that. 

Did  you  have  an  opportunity  to  testify  before  the  regulators  as 
they  made  their  rounds? 
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Mr.  Willis.  I  testified  for  Chase,  and  we  made  many  of  these 
same  points.  I  just  say  it  is  somewhat  out  of  favor  now  to  say  that, 
you  know,  there  isn't  some  formula,  because  everybody  is  looking 
for  what  I  would  call  the  magic  bullet  here  or  panacea  to  solve  all 
this.  It  just  doesn't  exist. 

If  I  may  speak  to  you  in  other  roles  that  you  play  here,  you  know 
how  hard  it  is  to  do  this  business — ^you  hand-crafted  this  whole 
business. 

Chairman  Flake.  I  do. 

Mr.  Willis.  And  if  somebody  sits  nationally,  or  otherwise,  to 
come  up  with,  you  know,  this  is  how  we  are  going  to  do  it  and  ev- 
erybody is  going  to  have  to  fit  into  this  set  of  criteria,  I  am  afraid 
we  will  lose  what  we  care  about.  And  when  I  compare  our  program 
as  it  exists  now,  without  getting  into  the  question  of  whether  it  is 
good  and  bad,  when  I  compare  what  we  do,  a  lot  of  that  is  not  re- 
warded under  the  new  proposal. 

And  I  know  where  the  pressure  will  be  on  me  to  move  resources. 
It  will  be  toward  the  part  that  counts.  And  I  think  we  have  to  look 
and  say,  if  everybody  does  that,  are  we  going  to  end  up  doing  what 
we  wanted  to  have  accomplished  here,  and  what  we  all  believe  is 
necessary  in  order  to  strengthen  our  communities? 

And  I  don't  believe  the  market  share  accomplishes  this.  And  if 
my  answer  to  that,  saying  that  I  don't  have  a  replacement,  means 
we  have  to  live  with  it,  I  think  we  have  to  consider  the  con- 
sequences real  hard. 

Mr.  OsREDKER.  Just  to  kind  of  add  to  that.  One  thing  that  the 
market  share  test  drives  is  additional  reporting  burdens  on  institu- 
tions. They  have  to  be  able  to  quantify  the  number  of  small  busi- 
ness loans  that  you  have  made  in  order  to  be  able  to  factor  it  into 
a  market  share  analysis. 

The  one  thing  that  the  SCBA  supports  is  a  business  plan  ap- 
proach where  the  lenders  go  out  into  the  community  and  ascertain 
credit  needs  and  develop  a  business  plan  that  is  measurable  to  the 
regulators,  so  that  when  they  come  in  they  can  see  that  you  have 
met  with  commimity  groups,  developed  this  business  plan,  and 
then  you  are  measured  against  that  during  your  examination. 

And  that  speaks  to  some  of  the  things  that  Mark  has  said,  and 
that  is  that  you  may  find  that  there  are  definitely  credit  needs  that 
would  benefit  a  large  number  of  people  that  might  only  put  one  or 
two  loans  on  your  books,  and  would  not  drive  up  your  market  share 
analysis,  and  maybe  give  you  acceptable  numbers. 

But  within  any  proposal,  there  should  be  a  business  plan  re- 
quirement that  allows  us  to  do  what  we  are  currently  doing  and 
what  we  do  best,  and  that  is  ascertain  credit  needs,  develop  pro- 
grams to  meet  those  credit  needs,  and  then  enact  them.  Because 
it  is  the  objective  of  the  financial  institutions  to  meet  the  credit 
needs  of  all  of  its  communities,  be  it  small  businesses  or,  you  know, 
personal  loans  or  residences. 

Chairman  Flake.  Maybe  I  am  incorrect.  I  think  in  my  reading 
of  the  testimony,  there  is  in  the  new  proposal  the  ability  to  create 
such  a  plan  by  agreement  with  the  bank  and  the  regulator,  so  that 
the  determination  of  credit  is  pretty  much  predetermined. 

Mr.  OsREDKER.  Well,  you  are  correct,  and  in  addition,  Mr.  Chair- 
man, the  financial  institutions  must  develop  that  in  conjunction 
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with  community  groups.  You  can't  develop  in  an  isolation.  You 
have  actually  got  to  go  out  there,  meet  with  community  groups,  get 
their  input,  and  have  it  available,  you  know,  for  their  comment. 

Mr.  Willis.  The  way  it  is  structured  now  in  the  proposed  regula- 
tions, is  that  it  has  to  at  least — the  plan  has  to  at  least  give  you 
a  satisfactory  under  the  rest  of  the  requirements,  which  means  it 
is  going  to  be  evaluated  based  on  this  market  share  test.  It  is  re- 
quired to  be. 

And  what  the  problem  is,  is  that,  you  know,  as  long  as  the  mar- 
ket share  test  is  around  as  something  that  can  be  quantifiable,  I 
think  we  all  know  how  examiners  work.  They  are  going  to  trv  and 
use  that,  because  that  is  the  easiest  and  most  straightforward  and, 
in  a  sense,  most  defensible  way,  that  they  can  do  their  job. 

So  setting  up  a  plan  based  on  what  the  community  needs  are, 
and  what  the  bank's  expertise  is — and  maybe  one  bank  ought  to  be 
focusing  on  rehab  loans,  another  one  ought  to  be  on  new  construc- 
tion or  be  on  commercial  strips,  and  another  on  home  mortgages — 
if  we  believe  that  is  true,  you  have  got  to  set  the  whole  strategic 
plan  idea  free  from  the  rest  of  what  the  intent  is  as  it  is  now  ex- 
pressed in  the  regulations. 

Chairman  Flake.  Did  I  hear  you  say  earlier  that  rehabilitation 
loans  would  not  be  qualified  under  the  new  proposal,  and  if  that 
is  correct — I  mean,  that  would  be  detrimental  in  urban  commu- 
nities where  much  of  what  the  loans  are  for,  rehabilitation  as  op- 
posed to 

Mr.  Willis.  Let  me  be  perfectly  clear  about  this,  because  I  abso- 
lutely said  that  and  it  is  absolutely  right.  It  is  in  there  in  the  lend- 
ing test  as  sort  of  an  add-on,  but  it  is  not  in  the  market  share.  So 
no  bank  is  going  to  take — wants  to  take  the  chance — that  they  are 
going  to  come  out  of  the  market  share  test,  the  most  quantifiable, 
and  most  straightforward  to  do,  and  which  the  regulators  are  al- 
ready using,  nobody  wants  to  come  out  of  that  in  trouble.  So  the 
resources  will  be  focused  there.  But  it  is  not  clear  how  much  credit 
they  will  get. 

Community  development  also  appears  in  the  investment  test 
add-on  categories.  The  investment  test  for  the  retail  bank  is  prob- 
ably, as  it  is  currently  structured,  a  nonevent,  because  the  thresh- 
old there,  which  none  of  us  knows  what  it  is,  is  a  substantial 
amount  of  your  risk-based  capital — choice  of  that  yardstick  gets 
into  a  whole  bunch  of  other  issues.  But  that  threshold,  whatever 
it  is,  unless  it  is  a  different  one  than  for  retail  banks,  means  that 
the  retail  banks  doing  all  this  work  on  the  lending  side,  in  order 
to  even  get  in  the  game  on  the  investment  side,  have  to  get  to  that 
same  threshold. 

So  if  the  threshold  for  retail  banks  stays  the  same  as  for  whole- 
sale banks,  its  structure  is  a  moot  issue.  We  can  sit  here  and  dis- 
cuss the  subtleties,  but  it  is  not  going  to  have  the  impact.  The 
words  are  in  there  about  affordable  housing,  but  then  you  are  real- 
ly going  to  end  up  having  to  focus  on  where  all  the  pressure  is 
going  to  be,  on  the  market  share  test.  We  have  got  to  ask,  if  that 
is  the  core  of  the  lending  test,  we  have  got  to  ask  again  whether 
that  is  the  right  test. 

Chairman  Flake.  And  if  that  is  done,  then  the  weight  is  in  new 
construction. 
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Mr.  Willis.  It  is  not  on  any  affordable  housing  construction  lend- 
ing. It  is  in  home  mortgages,  nothing  wrong  with  that;  small  busi- 
ness, nothing  wrong  with  that;  and  a  restrictive  set  of  consumer 
loans,  because  there  is  no  open-ended  lines  of  credit.  You  have  got 
a  very — my  choice  of  term — strange  focus,  when  we  all  sit  here  and 
say,  what  are  we  doing  about  affordable  housing  or  community  re- 
vitalization  in  its  broadest  sense,  what  are  we  doing  about  when 
we  go  out  and  find  in  the  community  there  is  a  need  and  it  doesn't 
fit  the  categories  that  were  in  there.  Who  is  going  to  do  it? 

Right  now,  I  believe  that  we  are  not  alone.  There  are  a  lot  of 
banks  that  go  out  there,  and  that  is  what  they  are  doing.  And  it 
is  those  one  or  two  loans,  I  will  even  reduce  it  to  that,  that  expand 
the  universe  of  what  is  being  done.  That  is  what  matters. 

It  is  not  whether  a  mortgage  broker  now  does  a  loan  or  a  bank 
does.  Maybe  we  need — and  we  have  more  competition  and  the  rates 
are  more  competitive,  and  that  is  important.  But  what  really 
makes  a  difference  is  when  we  make  a  mortgage  available  to  a 
family  who  would  not  have  had  a  home,  that  is  when  we  have  done 
something,  when  we  have  pushed  out  the  envelope,  expanded  the 
universe,  whatever  way  you  want  to  say  it. 

That  is  not  built  into  what  I,  from  the  logic  I  gave  you,  is  the 
core  of  the  way  the  proposed  regs  now  stand. 

Chairman  Flake.  Or  that  church  that  would  not  have  been  a 
church,  because  as  we  have  experienced  with  our  struggles  trying 
to  categorize,  and  you  have  other — because  in  terms  of  building 
total  community,  there  are  always  these  categories  that  you  don't 
have  by  definition  already. 

Mr.  Willis.  Right. 

Chairman  Flake.  For  whatever  reasons.  And  trying  to  get  that 
balance  now,  you  are  telling  me  that  under  the  proposal,  you  would 
not  get  any  credit  for  defining  that  as  a  necessity,  and  therefore 
making  the  loan,  but  it  meets  every  other  criteria,  for  example,  the 
community,  low-income,  and  so  forth,  that  is  an  area  I  think  we 
have  to  do  some  serious  looking.  Because  I  think  you  cannot  talk 
about  rebuilding  what  I  call  the  Third  World  of  this  country,  and 
that  is  most  of  its  urban  communities,  without  dealing  with  the 
fact  that  there  is  more — they  are  more  than  housing  needs. 

And  if  we  can't  impact  them  under  CRA,  I  am  not  so  sure  we 
are  solving  the  major  problem,  when,  in  fact,  you  have  to  create 
some  small  sector  jobs  in  those  commercial  strips,  and  that  is  a 
sense  of  total  community. 

Mr.  Willis.  I,  obviously,  completely  agree  with  what  you  just 
said,  and  we  need  to  support  those  things  if  we  are  going  to  make 
a  difference. 

I  will  add  the  other  side,  if  I  may,  for  a  second,  which  is,  the  ex- 
tent that  we  get  into  this  business  of  credit  allocation,  and  that 
banks  are  asked  to  have  to  meet  certain  quotas,  my  concern  is  that 
we  are  going  to  create — we  are  going  to  undermine  all  of  the  sup- 
port we  have  for  the  community  development,  because  what  will 
happen,  what  is  a  danger  that  can  happen  is  that  money  will  be 
thrown  at  a  problem  in  order  to  meet  artificial  thresholds.  And  if 
we  do  that,  then  I  think  that  we  would  be  in  a  very  different  place 
here  today  if  it  weren't  true  that  it  has  been  shown  that  money  can 
be  safely  and  soundly  invested  in  communities. 
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If  we  start  having  people  show  less  concern  to  safety  and  sound- 
ness, and  loans  start  going  bad,  it  is  not  the  banks,  necessarily,  al- 
though the  banks  will  be  hurt,  it  is  the  communities  that  will  be 
hurt,  and  also  people's  understanding  and  perception  that  we  can 
do  this,  in  this  case,  in  our  inner  cities.  And  if  we  lose  that  kind 
of  support  and  people  no  longer  have  the  sense  that  this  can  be 
done  in  a  sensible  way,  it  is  going  to  hurt  all  of  the  efforts  that 
all  of  us  are  involved  in. 

So  I  think  from  both  of  those  perspectives,  I  think  we  have  some 
real  dangers  here  that  I  think  we  have  to  be  very  careful  about. 

Chairman  Flake.  I  have  to  agree  with  you.  Because  the  one 
thing  we  have  heard  from  all  bank  executives  that  CRA.  investment 
has  not  been  detrimental  in  that  they  have  been  able  to  make  prof- 
its, they  have  been  able  to  make  good  loans.  I  don't  think  we  want 
to  see  an  unintended  consequence  be  that  we  reverse  the  goodwill 
that  has  developed  on  the  part  of  the  banking  community  that 
says,  when  we  have  made  these  loans,  we  have  not  lost  money. 
They  have  been  quality  loans,  people  have  paid  them  back.  The 
risk  therefore  is  no  greater. 

And  what  you  are  suggesting  is  if  we  change  that  model  too 
much  then  we  are,  in  essence,  creating  a  possibility  that  we  lose 
the  safety  and  soundness  and  banks  no  longer  will  be  saying  these 
are  good  loans,  but  we  have  to  make  them  anyway,  and  long-term 
consequences  means  that  at  some  point  this  same  Congress  will 
come  back  and  say,  we  have  problems  in  this  area,  so  we  need  to 
reverse  the  whole  thing.  And  that  is — I  think  I  see  where  it  could 
go,  and  I  certainly  hope  we  can  resolve  some  of  that  up  front. 

Mr.  Culberson.  Mr.  Chairman,  I  think  your  point  is  very  well 
taken.  I  would  hope  that  this  subcommittee  as  a  General  oversight 
subcommittee  would  exercise  that  oversight  on  the  regulators,  that 
we  try  to  accomplish  this  through  the  regulation  and  not  through 
another  law. 

Chairman  Flake.  Definitely.  That  is  the  reason  I  have  with- 
drawn my  bill  for  the  time  being,  to  give  this  proposal  time  to  have 
a  good,  complete,  thorough  analysis.  And,  hopefully,  it  can  be  done 
that  way.  But  I  think  we  hold  that  out  as  a  hammer  for  long  term 
if,  in  fact,  we  do  not  see  the  generation  of  the  kind  of  resources  to 
rebuild  America  in  the  whole  sense  of  that  word. 

Yes,  Mr.  Roth. 

Mr,  Roth.  Well,  Mr.  Chairman,  I  just  say  that  I  think  this  latter 
comment  that  you  made  is  very  insightful.  I  agree  with  you.  That 
is  pretty  well  my  opinion,  too,  you  know.  I  read  yesterday  on  the 
front  page  of  the  Wall  Street  Journal,  Kent  University,  what  they 
did  in  Milwaukee,  I  commend  it  to  you  to  read.  And  I  think  they 
were  able  to  do  that.  Had  they  been  a  bank  like  yours,  I  don't  think 
they  could  have  done  it.  But  they  could  do  it  because  there  was  no 
one  saying,  you  can't  do  this.  They  had  the  flexibility. 

What  I  see  you  losing  in  CRA  is  flexibility.  In  today's  world,  I 
don't  care  if  it  is  financial  institutions  or  it  is  the  real  estate  indus- 
try, or  whatever,  you  have  to  have  flexibility,  because  of  the  rapid- 
ity of  change  in  things  that  are  taking  place.  So  I  think  that  is  the 
approach  we  should  be  using  when  it  comes  to  banking. 
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Of  course,  we  talked  about  this  just  a  bit  ago,  I  am  concerned 
what  is  happening  to  our  community  banks,  we  are  losing  all  of  our 
community  banks. 

Chairman  Flake.  Mr.  Roth,  I  did  the  dedication  address  for  the 
Marquette  project,  and  I  think  you  are  right,  and  what  Marquette 
is  doing,  I  am  doing  in  my  community.  That  is  why  I  am  concerned 
that  we  maintain  some  flexibility. 

I  saw — ^if  you  had  seen  what  it  is  before  they  started  and  what 
it  is  now,  I  think  you  would  rejoice  all  the  more.  But  the  same 
thing  can  happen  in  any  community  if  banks  have  the  flexibility 
and  the  will.  The  problem,  the  reason  we  have  CRA  in  the  first 
place,  is  that  we  have  had  to  create  a  means  of  having — of  getting 
banks  to  develop  the  will.  I  would  hope  that  the  day  would  come 
when  there  would  be  such  a  consciousness  about  what  fair  lending 
is  that  you  do  not  even  have  to  have  CRA  or  any  other  kind  of  whip 
to  drive  this  process;  that  bank  lending  would  be  inclusive,  things 
like  redlining  would  not  be  a  practice,  and  you  could  in  fact 
incentivize  rather  than  create  mechanisms  that  forces  banks  to 
have  to  do  what  they  ought  to  be  doing  anyway. 

And  I  think  in  some  of  my  prior  hearings  where  banks  were  tak- 
ing deposits  and  putting  nothing  back  in  diose  communities,  it  is 
that  kind  of  thing  that  has  driven  to  us  this  point. 

So  I  hope  we  can  resolve  it  in  such  a  way  that  banks  say,  we 
are  going  to  be  good  citizens,  and  we  are  going  to  treat  everybody 
fairly.  But  since  we  don't  have  that  as  a  universe  now,  we  are  mov- 
ing toward  a  utopia  that  has  to  be  forced.  And  that  is  sad. 

Mr.  Willis.  You  would  be  disappointed  to  know  that  with  the 
momentum  that  has  been  created,  no  one  is  saying  that  we  are 
there,  but  in  the  way  that  you  just  said,  that  a  lot  of  progress  has 
been  made,  all  of  the  discussion,  all  of  the  efforts  at  every  bank  I 
have  talked  about,  is  how  are  we  going  to  deal  with  the  technical- 
ities of  what  is  coming  up. 

Ng  one  is  talking  about  how  do  we  help  communities.  And  I 
think  we  have  all  heard  Larry  Lindsey  give  his  speech  about  unin- 
tended consequences,  and  do  you  want  to  totally  reshuffle  the  deck. 
We  have  got  to  consider  that. 

If  you  are  going  to  reshuffle  the  deck,  what  are  we  reshuffling 
it  to?  Because  it  will  be  2  or  3  years  for  our  institutions  to  adapt 
to  what  this  is,  and  all  of  the  effort  during  that  time  will  be  to 
adapt  the  systems.  It  won't  be  focusing  on  community  investment. 

Chairman  Flake.  I  think  that  would  be  an  unfortunate  and  cer- 
tainly an  unintended  consequence.  And  Mr.  Lindsey  was  here  yes- 
terday, and  raised  those  issues. 

Mr.  OsREDKER.  Mr.  Chairman,  we  would  like  to  reiterate.  My 
personal  opinion  is  it  would  be  nice  if  all  institutions  would  do 
what  they  feel  is  their  necessary  role.  But,  unfortunately,  that  has 
not  been  the  case,  and  the  SCBA  view  is  that  the  associations  could 
be  provided  incentives  to  encourage  more  community  lending.  And 
to  reiterate  what  everyone's  opinion  is,  the  current  system,  we  be- 
lieve, provides  more  flexible  standards  than  what  is  proposed  under 
a  market  share  analysis  that  ignores  the  ebb  and  flow  of  supply 
and  demand,  and  also  eliminates  the  motivation  for  institutions  to 
find  special  niches  to  fill  specific  credit  needs. 
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So  whatever  comes  about,  and  I  believe  that  from  what  I  am 
hearing,  there  will  be  a  substantial  number  of  comments,  and  I 
think  that  is  also  evidenced  by  the  extension  of  the  comment  pe- 
riod, that  there  will  be,  you  know,  a  mass  emphasis  on  eliminating 
the  market  share  analysis,  maintaining  flexible  standards,  and  cre- 
ating incentives  for  institutions  rather  than  the  enforcement  provi- 
sions contained  in  the  proposal. 

Chairman  Flake.  It  would  be  my  desire  that  this  subcommittee 
would  serve  really  to  try  to  navigate  through  some  of  those  proc- 
esses, to  try  to  foresee  some  of  those  potential  consequences  of  the 
changes,  wnether  it  is  the  market  area,  whether  it  is  the  ratios, 
loan  ratios,  whatever  categories,  so  that  we  can  make  sure  that  we 
don't  reverse  the  progress  that  has  been  made,  and  then  make  sure 
that  we  set  a  model  that  gives  opportunity  for  the  kind  of  progress 
that  we  have  not  seen  historically. 

And  so,  hopefully,  with  what  we  have  gotten  yesterday  from  the 
regulators  and  what  we  get  on  the  frontline  from  you  today  and, 
ultimately,  from  the  activists  who  have  other  positions  in  regards 
to  this,  we  can  help  to  navigate  between  the  various  entities  and 
somehow  come  out  with  something  that  everybody  can  live  with. 
Nobody  is  necessarily  100  percent  nappy  with  everything  in  it,  but 
at  least  we  know  in  the  long  run  we  meet  the  goals  that  CRA  was 
designed  and  intended  to  meet  from  inception,  and  to  the  point  of 
trying  to  improve  it  now. 

And  I  think  that  is  the  key  word,  we  want  to  make  sure  that 
whatever  comes  out  of  the  process  is  an  improvement.  And  I  think 
we  can  all  live  with  that. 

Thank  you  very  much.  I  think  you  have  been  excellent  with  your 
testimony  and  your  dialog.  We  certainly  thank  you  for  coming. 

Thank  you,  Mr.  Roth. 

Thank  you,  Ms.  Waters.  I  am  sad  to  see  you  in  this  state.  But 
I  am  sure  that  I  will  bless  you  and  you  will  be  better. 

Thank  you  very  much. 

[Whereupon,  at  11:40  a.m.,  the  hearing  was  adjourned.] 
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TUESDAY,  FEBRUARY  8,  1994 

House  of  Representatives,  Subcommittee  on  Gen- 
eral Oversight,  Investigations,  and  the  Resolu- 
tion OF  Failed  Financial  Institutions,  Committee 
ON  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.m.,  in  room 
2203,  Rayburn  House  Office  Building,  Hon.  Floyd  H.  Flake  [chair- 
man of  the  subcommittee]  presiding. 

Present:  Chairman  Flake  and  Representative  Roth. 

Also  present:  Representative  Waters. 

Chairman  Flake.  We  would  like  to  proceed  with  the  hearing 
now.  Those  persons  who  are  to  give  testimony  today,  if  you  would 
move  to  the  table.  Dr.  Kenneth  Thomas;  Mr.  George  Mays'  plane, 
I  think,  is  still  in  the  air,  but  we  will  hear  him  when  he  does  ar- 
rive; Mr.  Chris  Lewis;  and  Mr.  Harold  Dawson,  Sr.  Good  morning. 

We  would  like  to  welcome  you  to  the  third  of  our  series  of  hear- 
ings on  community  reinvestment  and  particularly  we  are  pleased 
to  welcome  the  witnesses  who  have  come  to  us  today  because  they 
are  the  persons  who  are  on  the  frontlines. 

Today's  hearing  marks  the  third  in  the  series  regarding  the  joint 
interagency  proposal  issued  by  the  regulators  to  improve  the  effec- 
tiveness of  the  Community  Reinvestment  Act.  The  subcommittee 
received  testimony  on  February  1  from  the  regulators  who,  with 
the  assistance  of  the  financial  services  industry,  community  groups, 
and  other  key  sectors  of  the  community,  developed  the  proposal 
which  is  currently  before  us. 

AgEiin,  I  would  like  to  commend  them  for  their  effort  and  for  all 
the  hard  work  that  they  put  into  visiting  various  cities  and  partici- 
pating with  various  community  leaders  and  developers  in  the  for- 
mulation of  this  proposal. 

On  February  2,  the  subcommittee  received  testimony  from  the 
trade  associations  representing  the  banking  and  thrift  industry,  en- 
tities who  will  be  responsible  n)r  providing  the  capital,  the  services, 
and  the  expertise  needed  to  make  the  implementation  of  the  pro- 
posed rule  successful. 

Today's  hearing  is  important  to  all  of  us  in  that  we  will  receive 
testimony  from  the  community  developers,  the  activist  groups  who 
work  with  and  sometimes  operate  as  liaisons  between  the  banks 
and  the  communities  which  they  serve.  Toward  that  end,  the  regu- 
lators have  already  extended  the  comment  period  to  March  24, 
1994.  And  by  unanimous  consent,  we  will  make  sure  that  today's 
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testimony  becomes  a  part  of  the  record  as  they  continue  to  try  to 
make  the  best  possible  proposal  available. 

Just  as  I  did  last  week,  I  would  urge  all  affected  parties  to  com- 
ment on  all  aspects  of  CRA  reform,  not  just  elements  which  may 
affect  their  own  individual  operations. 

As  you  may  be  aware,  the  regulatory  objectives  of  the  new  pro- 
posal are  to  change  CRA's  focus  to  emphasize  performance  rather 
than  process,  to  promote  consistency  in  assessments,  to  permit 
more  effective  enforcement  against  institutions  with  poor  perform- 
ance, and  to  reduce  unnecessary  compliance  burden  while  stimulat- 
ing improved  performance. 

What  we  seek  from  each  of  you  today  is  your  sense  of  whether 
CRA,  the  proposal  as  it  is  drafted,  will  result  in  increased  invest- 
ment dollars  in  our  communities  and  what  impact  the  performance- 
based  CRA  process  has  on  your  advocacy  role.  As  a  Member  of  Con- 
gress, as  a  person  who  has  been  involved  for  the  last  18  years  in 
community  development,  I  know  both  the  frustration  and  the  satis- 
faction which  comes  from  community  development  and  community 
renewal.  Your  input  today  is  crucial  to  the  process  of  reforming 
CRA  and  is  essential  to  achieve  the  best  possible  result. 

May  I  also  add  that  having  been  on  the  frontlines  these  many 
years,  there  are  some  aspects  of  CRA  that  concern  me  greatly,  and 
that  is,  as  I  have  said  to  all  of  the  banking  groups,  all  of  the  regu- 
lators, that  a  part  of  the  solution  has  to  start  with  a  degree  of  di- 
versity within  the  shops  who  will  ultimately  make  these  decisions. 
I  have  said  to  them  poignantly  as  I  have  stood  in  rooms  where  I 
was  the  only  African-American  and  saw  only  one  or  two  women 
that,  without  diversity  among  those  who  will  ultimately  make  the 
lending  decisions,  there  will  still  be  a  great  deal  of  problems  that 
we  will  face  in  this  particular  area. 

With  that,  I  would  like  to  now  welcome  Dr.  Kenneth  Thomas, 
lecturer  of  finance  at  the  Wharton  School  in  Philadelphia,  author 
of  "Community  Reinvestment  Performance."  Mr.  Harold  Dawson, 
St.,  president  of  Dawson  Properties;  and  Mr.  George  B.  Mays,  the 
president  of  Mays  Properties.  Also,  Chris  Lewis,  who  is  well  known 
here  on  the  Hill  among  us  who  work  in  this  particular  area,  who 
is  the  director  of  banking  and  housing  policy  for  the  Consumer  Fed- 
eration of  America. 

I  welcome  you  all,  and  I  look  forward  to  hearing  your  testimony 
this  morning.  At  this  time,  I  would  like  to  have  opening  remarks 
from  the  ranking  member  of  this  subcommittee,  Mr.  Toby  Roth  of 
Wisconsin. 

[The  prepared  statement  of  Chairman  Flake  can  be  found  in  the 
appendix.] 

Mr.  Roth.  Thank  you  very  much,  Mr.  Chairman.  And  let  me  be 
brief.  I  commend  you,  first  of  all,  for  scheduling  these  hearings.  I 
think  that  it  is  important  that  the  new  regulations  for  banks  oper- 
ating vmder  the  Community  Reinvestment  Act  be  looked  at,  and  I 
will  be  listening  to  this  morning's  testimony  from  the  consumer  ad- 
vocate groups  with  special  interest. 

Controversy  is  raging  over  these  complex  new  proposed  regula- 
tions. The  extended  comment  period,  as  I  understand  it,  comes  to 
an  end  on  March  24.  As  the  chairman  has  mentioned,  I  am  from 
the  State  of  Wisconsin  and,  I  think  it  is  important  to  point  out  that 
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Wisconsin  has  the  best  record  of  any  one  of  our  50  States  according 
to  author  Ken  Thomas.  So  I  am  delighted  that  he  is  here  with  us, 
Mr.  Chairman. 

As  I  have  so  often  pointed  out  to  the  subcommittee,  Wisconsin's 
outstanding  financial  services  industry  could  be  a  pattern  for  the 
entire  Nation.  Wisconsin's  banks'  CRA  experience  should  be  care- 
fully studied  before  any  new  CRA  regulations  are  adopted. 

I  also  had  a  chance  to  touch  base  with  Senator  Proxmire  this 
morning,  and  he  is  referred  to  in  this  book  as  the  father  of  the 
CRA  Senator  Proxmire  said  that  if  the  CRA  were  administered 
everywhere  as  it  is  in  Wisconsin,  there  would  be  no  need  for  all 
these  new  proposed  regulations.  So  I  am  looking  forward  to  listen- 
ing to  testimony  and  to  see  if  our  former  Senator  from  Wisconsin 
is  correct. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Roth  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you,  Mr.  Roth.  I  do  wish  the  rest  of  the 
Nation  was  like  Wisconsin  as  it  relates  to  this  particular  issue. 

Mr.  Roth.  Mr.  Chairman,  I  have  been  sajang  for  a  long  time. 
Every  day,  you  are  getting  smarter  and  smarter. 

Chairman  Flake.  Thank  you  very  much.  Keep  saying  that,  I  like 
it. 

Dr.  Thomas,  we  are  happy  to  welcome  you  and  you  may  proceed. 
You  may  read  your  entire  statement  or  you  may  summarize  it.  Ei- 
ther way,  we  will  have  the  entire  statement  placed  into  the  record. 

You  may  proceed  now. 

STATEMENT  OF  KENNETH  H.  THOMAS,  Ph.D.,  INDEPENDENT 
BANK  CONSULTANT  AND  LECTURER  ON  FINANCE,  THE 
WHARTON  SCHOOL 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  Thank  you,  Mr.  Roth. 
Members  of  the  subcommittee,  I  thank  you  for  this  opportunity  to 
present  my  views  on  the  proposed  CRA  reforms. 

Even  though  I  have  been  a  bank  consultant  for  25  years  working 
with  banks  and  thrifts  around  the  country,  and  also  working  with 
the  National  Bankers  Association  representing  minority  banks,  I 
don't  represent  a  banking  industry  view.  Even  though  I  have 
worked  with  community  groups,  including  speaking  at  the  annual 
conference  this  weekend  of  the  National  Community  Reinvestment 
Coalition,  I  don't  consider  myself  a  community  activist,  although 
many  bankers  and  regulators  consider  me  that.  And,  even  though 
I  have  taught  at  Wharton  since  1970,  I  don't  come  here  as  an 
academic. 

What  am  I?  I  try  to  present  an  independent  view.  I  am  account- 
able only  to  my  family  and  to  my  students.  My  goal  is  one  thing: 
Good  public  policy.  And  all  these  views  on  CRA  are  encapsulated 
in  my  new  Dook,  "Community  Reinvestment  Performance,"  pub- 
lished by  Probus  Publishing  of  Chicago,  which  you  so  kindly 
referred. 

CRA  is  very  special  in  a  few  ways.  First,  banking  is  the  most 
heavily  regulated  industry  in  America,  perhaps  the  world,  and  of 
all  regulations,  CRA  is  clearly  the  most  intensely  disliked.  Actually, 
the  most  hated,  in  my  opinion. 
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Second  of  all,  and  this  is  very  unique  to  this  industry,  this  is  the 
only  banking  law  I  have  ever  seen  where  a  Federal  regulator  has, 
in  my  opinion,  attempted  to  undermine  the  essence  of  it,  and  I  am 
referring  to  the  Federal  Reserve  System. 

The  Federal  Reserve  tried  to  kill  CRA  in  1977  before  it  was  ever 
established  and  even  to  this  day,  they  have  been  a  very  lax  en- 
forcer of  that  law.  They  criticized  the  proposed  CRA  reforms  on  the 
day  they  put  it  out  for  public  comment.  They  called  it  a  "mistake" 
and  the  "wrong"  approach,  and  this  bothered  me  very  much  coming 
from  a  public  servant. 

The  current  CRA  has  some  good  points.  First  of  all,  most  impor- 
tantly, it  works,  but  it  needs  to  be  strengthened  and  expanded.  Sec- 
ond, and  most  importantly,  CRA  is  about  disclosure.  I  got  in  trou- 
ble for  not  dedicating  my  book  to  my  family  as  I  should  have,  but 
I  dedicated  it  to  those  in  Congress  who  believe  in  what  I  call  the 
"positive  power  of  public  disclosure."  And  that  is  what  CRA  is 
about. 

This  is  the  first  law  ever  where  there  has  been  disclosure  of  any 
ratings  or  examinations  of  banks.  And  I  have  concluded  that  disclo- 
sure makes  good  bankers  better  and  bad  bankers  mad.  And  it 
makes  good  regulators  better,  and  those  that  are  bad  or  too  friend- 
ly, it  makes  them  mad  as  well. 

Well,  what  is  wrong  with  the  current  CRA?  When  I  originally  ap- 
proached this  research — and  I  spent  over  3  years  reviewing  nearly 
7,000  public  evaluations  of  banks  all  over  the  country — I  thought 
the  problem  would  be  with  the  banks.  Certainly,  there  are  some 
banks  that  are  problems.  But  most  banks  are  not.  Maybe  only  10 
percent  or,  at  the  most,  maybe  25  percent.  But,  clearly,  most  banks 
are  not  doing  a  bad  job. 

I  concluded  that  the  real  problem  is  with  the  regulators  them- 
selves. Too  many,  what  I  call  "friendly  regulators,  they  give  in- 
flated CRA  ratings.  They  rarely  downgrade  on  ratings— only  3  per- 
cent of  the  time.  They  are  not  really  enforcing  the  law,  giving  con- 
ditional approvals  instead  of  denials.  I  counted  only  20  denials  out 
of  70,000  applications.  That  is  1  in  3,500.  Also,  friendly  regulators 
prefer  conditional  and  informal  agreements,  not  formal  public  en- 
forcement actions. 

The  most  blatant  act  of  what  I  call  the  friendly  regulators  is 
what  I  referred  to  in  my  book  as  "apparent  regulatory  favoritism," 
which  involved  the  acquisition  of  one  of  the  biggest  failed  banks  in 
this  country — ^the  Bank  of  New  England  Corp.,  by  Fleet/Norstar  Fi- 
nancial Group.  I  concluded  in  my  book,  and  I  won't  go  into  the  de- 
tails, that  that  company's  third  largest  subsidiary,  Norstar  Bank, 
N.A  of  Buffalo,  had  a  needs  improvement  rating.  Just  prior  to  the 
actual  bidding  on  that  Bank  of  New  England,  somehow  that  rating 
was  changed.  They  just  changed  one  paragraph  in  that  whole  eval- 
uation and  changed  the  rating  from  a  "needs  improvement"  to  a 
"satisfactory"  one  which  I  believe  should  never  have  been  done. 
And,  because  of  that,  that  application  was  approved. 

I  believe  that  had  that  rating  stayed  as  it  should  have  been — 
"needs  improvement" — it  never  would  have  been  approved.  This 
was  a  hotly  contested  battle  and  one  of  our  biggest  bank  failures 
of  all  time. 
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Well,  if  CRA  is  so  bad,  then  why  don't  we  do  what  the  bankers 
and  what  I  believe  the  Fed  wants  and  just  get  rid  of  it?  This  was 
almost  done  last  year.  The  fact  of  the  matter  is  that  CRA  works, 
but  it  needs  to  be  strengthened.  It  needs  to  be  improved,  but  it  is 
doing  a  good  job. 

The  new  CRA  reforms  have  a  lot  of  good  points  in  them.  Most 
particularly,  the  very  democratic  approach  Comptroller  Ludwig 
took  by  getting  everybody  involved.  I  was  fortunate  to  have  per- 
sonal contact  and  input  with  him  on  that.  The  new  approach  em- 
phasizes lending,  it  is  more  objective  and  it  reduces  a  lot  of  the  reg- 
ulatory burden,  a  real  concern. 

However,  there  are  some  problems  with  the  new  approach.  They 
had  the  right  recipe.  But  many  times,  when  you  give  somebody  the 
recipe  and  they  try  it,  it  looks  good  but  it  just  doesn't  taste  right. 
The  problem  was,  I  think  they  just  had  too  many  hands  in  there — 
in  this  case,  the  hands  of  bankers,  particularly  the  small  banking 
trade  group,  the  IBAA,  and  the  Fed.  I  think  that  is  what  the  prob- 
lem was. 

I  am  opposed  to  the  "free  ride"  or  the  small  bank  exemption  in 
this  new  proposal.  I  believe  the  three  tests  should  be  explicitly 
weighted.  I  believe  we  need  much  more  disclosure.  I  am  totally  op- 
posed to  any  type  of  safe  harbor.  I  think  even  if  we  had  one,  even 
if  it  existed  by  law,  it  still  would  not  be  enforceable.  I  think  we 
need  to  strengthen  enforcement  even  more. 

Last  week,  when  the  regulators  and  the  bankers  testified,  they 
were  unanimous  in  saying  that  no  congressional  involvement  was 
needed  in  this  area.  I  come  to  you,  today,  Mr.  Chairman,  to  give 
the  opposite  view:  I  disagree.  I  think  the  regulators  that  caused 
this  problem  cannot  be  asked  to  do  the  job  of  reform,  because  they 
are  the  ones  that  are  the  main  problem.  I  think  we  need  a  congres- 
sional solution. 

There  are  three  areas  which  I  would  like  to  emphasize.  Number 
one,  I  am  a  great  proponent  of  regulatory  consolidation  if  it  is  truly 
an  independent  agency.  However,  I  am  realistic  enough  to  know 
that  it  probably  won't  occur.  But  I  believe  we  can  have  a  second 
best  step,  which  is  consolidation  of  the  compliance  function  where 
we  strip  away  the  compliance  function  of  all  four  agencies  into  one 
supercompliance  regulator. 

Last  year,  I  spoke  in  front  of  the  senior  level,  200  or  300  top  CRA 
examiners  at  an  FFIEC  conference.  And,  when  I  made  that  pro- 
posal in  front  of  the  examiners  out  in  the  field,  they  applauded  me 
on  it.  I  was  surprised.  I  think  they  would  support  it,  but  their  sen- 
iors here  in  Washington  would  oppose  it. 

The  second  point  I  would  like  to  ask  for  help  on  is  an  expansion 
of  CRA  to  nonbanks.  First  and  foremost,  the  credit  unions,  but  also 
to  insurance  companies,  especially  when  they  are  asking  for  a  Fed- 
eral safety  net  to  cover  their  losses  on  these  horrible  disasters  we 
have  seen,  including  Hurricane  Andrew,  which  I  personally  experi- 
enced. And  also,  I  think  we  need  CRA  expanded  to  mutual  funds, 
mortgage  companies,  and  all  others  financial  institutions.  And,  we 
can  use  an  "investment  test"  similar  to  the  ones  in  this  proposal 
to  do  that. 

Finally,  I  would  like  to  ask  for  congressional  support  and  encour- 
agement of  a  concept  called  a  shared  branch,  which  I  wrote  about 
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in  my  book.  Very  briefly,  a  shared  branch,  Hke  a  shared  ATM, 
would  go  into  an  inner  city  that  is  underbanked,  or  like  most  inner- 
city  neighborhoods,  completely  unbanked.  In  my  book  I  concluded, 
as  Representative  Roth  said,  that  Wisconsin  was  the  best  CRA 
State.  Unfortunately,  Florida  was  the  worst  State  in  the  country 
for  CRA.  And,  the  worst  three  cities  before  the  L.A.  riots,  I  con- 
cluded, were  Los  Angeles,  Chicago,  and  St.  Louis.  Now  it  is  L.A., 
Chicago,  and  Miami. 

However,  the  bankers  in  Miami  are  very  concerned,  and  they  are 
doing  something  about  it.  I  am  working  with  them  on  a  pro  bono 
basis  to  create  a  model  shared  branch  to  go  into  Overtown  or  Lib- 
erty City.  Basically,  a  teller  would  put  their  Barnett  hat  on,  if  you 
are  a  Barnett  customer,  and  serve  them.  When  a  NationsBank  cus- 
tomer comes  in,  they  would  put  their  NationsBank  hat  on  and 
serve  them.  They  would  be  generic  personnel,  kind  of  like  a  shared 
ATM. 

And,  then  we  could  offer  check-cashing  services  at  reasonable 
prices,  unlike  the  10  to  25  percent  fees  of  some  check  cashers.  We 
would  offer  other  services  needed  in  those  communities.  We  are 
sharing  the  costs  and  risks  among  several  banks.  I  have  promoted 
this  idea  since  the  early  1980's.  I  took  it  to  the  ABA  and  the  Fed 
in  1986,  but  I  never  heard  back  from  them. 

I  would  like  to  see  the  shared  bank  service  center,  which  would 
own  this  organization,  be  designated  a  community  development 
bank.  Also,  I  would  like  to  propose  incentives  for  those  banks  get- 
ting involved  in  this  area.  This  is  one  point  I  want  to  mention 
where  I  disagree  with  some  community  groups.  I  am  in  favor  of  in- 
centives such  as  in  the  BEA,  because,  if  you  want  someone  to  do 
something  they  don't  like  to  do,  you  have  to  provide  incentives. 

My  two  teenage  boys  will  not  keep  their  rooms  clean.  They  do  not 
take  out  the  garbage  and  won't  help  keep  the  house  clean.  I  have 
to  pay  them  to  do  it.  This  is  their  job.  I  shouldn't  have  to  pay  them 
to  do  their  job,  but  I  do.  That  is  an  incentive. 

Chairman  Flake.  They  do  it  even  afler  you  pay  them? 

Mr.  Thomas.  They  will  do  it. 

Chairman  Flake.  In  my  case,  incentives  still  don't  do  it. 

Mr.  Thomas.  Sometimes,  Mr.  Chairman,  you  are  right. 

But,  if  someone  does  not  want  to  do  something — especially  a  law 
that  bankers  should  be  doing  without  getting  paid  for  it,  and  they 
don't  like  it — they  hate  it,  you  have  got  to  give  them  incentives, 
and  I  am  in  favor  of  the  incentives  you  propose. 

In  conclusion,  I  would  like  to  say  the  1977  CRA  is  kind  of  like 
my  car,  which  was  also  built  back  in  the  late  seventies.  My  car 
needs  a  major  overhaul.  Not  just  body  work  and  a  new  paint  job, 
which  this  proposal  really  is.  When  you  have  too  many  hands 
working  under  the  hood,  you  can  have  a  problem.  Especially  if  one 
of  those  hands  is  kind  of  heavy  handed  and  has  its  own  way  of 
doing  things. 

I  think  that  is  the  problem.  That  is  what  I  call  the  Fed  way.  The 
Federal  Reserve  has  its  own  way  of  doing  things.  What  I  call  the 
anti-CRA  way  since  1977.  The  Fed's  way  is  little  to  no  real  enforce- 
ment. The  Fed's  way  is  to  call  this  proposal  worse  than  credit  allo- 
cation. They  call  it  resource  allocation. 
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On  the  day  it  was  put  out  for  public  comment,  not  staffers  but 
Fed  Governors  called  this  a  mistake.  They  called  it  the  wrong  ap- 
proach. They  encouraged  their  banks  to  oppose  it,  and  they  said  if 
you  complain  loudly  enough  as  we  have  seen,  we  will  reject  it.  They 
said  it  may  conflict  with  safety  and  soundness  and  they  basically 
watered  it  down  from  what  I  read. 

I  do  not  consider  this  good  public  policy  when  a  public  agency 
like  the  Federal  Reserve  makes  such  statements.  I  believe  we  must 
get  the  Fed  out  of  this  business  of  fighting  discrimination.  They 
should  do  what  they  do  fairly  well  and  that  is  fighting  inflation, 
but  not  discrimination.  They  talk  about  "zero  inflation,"  but  we 
never  hear  them  talking  about  "zero  discrimination."  And  the  only 
inflation  they  tolerate  is  CRA  grade  inflation. 

I  would  hope  that  the  two  new  Governors  of  the  Federal  Reserve 
Board  know  the  definition  not  just  of  inflation  but  also  discrimina- 
tion and  the  dangers  it  poses. 

Mr.  Chairman,  thank  you  very  much  for  your  support  and  inter- 
est and  your  demonstrated  leadership  in  this  vital  area.  Also,  I 
want  to  say  it  was  a  delight  working  with  your  staff,  with  Gloria, 
Rosemary,  Laricke,  Tracy.  The  whole  staff  was  very  supportive.  I 
very  much  appreciate  that  effort  and  look  forward  to  any  questions 
the  subcommittee  may  have. 

[The  prepared  statement  of  Mr.  Thomas  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much.  You  are  permitted  to 
give  them  an  increase  in  salary  from  your  budget.  Thank  you  very 
much.  I  think  this  is  great  testimony,  and  to  be  as  radical  as  you 
have  been  in  the  proposals  which  I  think  are  wonderful  and  to  sur- 
vive it,  I  think  it  is  great.  I  will  come  back  with  some  questions 
later  on,  but  I  certainly  appreciate  the  forthrightness  of  your  ap- 
proach here. 

Chris  Lewis,  director  of  banking  policy  for  Consumer  Federation 
is  next. 

STATEMENT  OF  CHRIS  LEWIS,  DIRECTOR  OF  BANKING  AND 
HOUSING  POLICY,  CONSUMER  FEDERATION  OF  AMERICA 

Mr.  Lewis.  Thank  you,  Mr.  Chairman.  Good  morning,  Mr.  Roth, 
Ms.  Waters.  The  Consumer  Federation  greatly  appreciates  the  op- 
portunity to  testify  this  morning  on  sweeping  changes  that  the  reg- 
ulatory agencies  have  proposed  for  the  CRA. 

The  proposed  changes,  in  our  view,  represent  perhaps  the  most 
radical  surgery  by  regulation  that  has  ever  been  attempted  on  a 
banking  law,  particularly  one  that  has  been  on  the  statute  books 
for  over  17  years. 

We  believe  it  is  important  to  recall  that  the  CRA  has  been  the 
target  of  choice  for  the  banking  industry  from  the  day  that  Presi- 
dent Carter  affixed  his  signature  to  the  act  in  1977.  The  proposal 
to  rewrite  the  regulatory  rule  governing  the  administration  of  the 
act,  we  believe,  must  be  seen  against  the  backdrop  of  a  longstand- 
ing and  well-financed  and  highly  misleading  industry  campaign  to 
discredit  the  validity  of  the  act,  its  purposes,  intent,  and  the  con- 
cerns that  it  is  attempting  to  address  in  the  body  public. 

In  an  effort  to  quell  this  noisy  destructive  campaign.  President 
Clinton  last  June  ordered  the  regulators  to  come  up  with  a  new 
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regulatory  scheme,  something  that  has  become  vaguely  described 
as  "performance  over  process. 

We  believe  the  regulators,  led  by  the  Comptroller,  have  made  a 
good  faith  effort  despite,  as  Mr.  Thomas  noted,  some  foot  dragging 
by  the  Governors  at  the  Federal  Reserve.  But  whether  good  mith 
translates  into  good  regulation  is  something  that  this  subcommittee 
and  the  entire  Congress  must  closely  examine. 

The  proposed  CRA  regulations  seek  to  place  greater  emphasis  on 
a  lending  institution's  actual  record  of  performance — loans  made 
and  services  delivered  and  place  less  emphasis  on  the  process  the 
lender  goes  through  to  achieve  its  record. 

The  proposal  certainly  establishes  a  framework  for  this  shift  in 
emphasis,  but  we  believe  the  regulations  do  not  effectively  address 
a  number  of  important  concerns,  and  in  a  number  of  key  areas  ac- 
tually could  weaken  current  enforcement.  We  believe  that  unless 
the  proposed  regulations  are  significantly  strengthened,  they  could 
result  in  less — not  more — reinvestment  in  underserved  banking 
markets. 

On  the  positive  side,  we  find  promise  in,  one,  the  disclosure  of 
small  business  and  consumer  lending.  Expanded  disclosure  of  lend- 
ing activities  is  a  necessary  ingredient  to  a  more  effective  evalua- 
tion of  bank  CRA  performance.  We  believe  that  the  final  rule  must 
require  reporting  of  small  business  lending  by  census  tract  and  the 
race  of  the  borrower  and  be  of  sufficient  detail  to  identify  lending 
support  for  the  truly  small  business — the  comer  hardware  store, 
the  shoe  store,  the  drycleaner,  and  the  startup  manufacturing 
firm — all  of  which  are  so  important  to  providing  the  glue  that  helps 
hold  neighborhoods  together. 

Two,  we  find  promise  in  the  recognition  of  the  importance  of 
banking  services.  Consumer  advocates  have  long  held  the  view  that 
successful  delivery  of  credit  to  underserved  consumers  and  commu- 
nities is  based  on  the  availability  of  a  continuum  of  banking  serv- 
ices and  on  established  relationships  between  lower  income  con- 
sumers and  their  financial  service  providers. 

Three,  we  find  promise  in  the  acknowledgment  of  agency  author- 
ity to  exercise  supervisory  powers  for  institutions  found  in  substan- 
tial noncompliance. 

And  fourth,  the  advance  notice  of  CRA  examinations.  Now,  in  a 
number  of  areas  the  proposed  rule  offers  promise,  but  we  believe 
these  areas  need  clarification  and  refinement.  First,  in  the  area  of 
the  market  share  test.  Central  to  the  new  evaluations  will  be  a  so- 
called  market  share  test  which,  in  short,  would  require  or  assess 
an  institution's  activity  in  the  low  and  moderate  income  side  of 
town  as  compared  to  its  activity,  lending  activity  on  the  more  afflu- 
ent side  of  town,  and  would  look  to  a  more  "roughly  comparable" 
level  of  service. 

While  this  approach  has  potential  merit  in  assessing  whether  or 
not  lenders  are  treating  all  areas  within  their  local  markets  fairly, 
CFA  is  concerned  that  insufficient  data  will  be  available  to  examin- 
ers to  make  accurate  determinations. 

Most  importantly,  we  are  concerned  about  what  the  test  may 
show  when  banks  are  simply  poor  performers  across  the  entire  eco- 
nomic strata  of  a  community — when  they  peddle  their  loans  out  of 
territory  to  purchasers  and  other  schemes.  In  this  case,  we  are 
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wondering  whether  the  regulators  are  providing  a  measure  for  a 
race  to  the  bottom. 

A  second  measure  is  in  the  broad  area  of  data  collection.  We  are 
alarmed  by  recent  reports  from  the  GAO  that  suggest  that  the  reg- 
ulators do  not  plan  to  verify  the  newly  required  data  to  be  reported 
on  commercial  and  consumer  lending.  If  this  is  the  case,  we  will 
have  much  of  the  CRA  evaluation  and  rating  based  on  self-certifi- 
cations by  the  banks.  And  as  the  GAO  has  noted  in  the  past,  these 
in-house  numbers  have  often  proved  faulty. 

Other  aspects  of  the  proposed  rule,  we  believe,  could  well  mark 
a  dramatic  step  backward  from  current  enforcement  efforts  of  the 
act.  These  weaknesses,  we  believe,  are  so  great  that  they  could 
seriously  undermine  the  advances  that  are  contained  elsewhere  in 
the  proposed  rule.  And  I  will  highlight  just  two  areas  of  grave 
concern. 

One,  as  Mr.  Thomas  noted,  the  small  bank  exemption.  We  be- 
lieve that  this  is  the  single  greatest  fault  of  the  rule.  It  would  effec- 
tively take  away  protections  for  consumers  in  communities  at  80 
percent  of  the  Nation's  banks.  The  CRA,  as  passed  by  the  Congress 
in  1977,  contained  no  exemption  or  even  suggestion  of  an  exemp- 
tion on  the  basis  of  the  size  of  an  institution. 

One  of  the  criteria  for  getting  the  regulators  exemption  in  the 
proposed  rule  is  a  showing  that  60  percent  of  the  deposits  are  going 
out  in  the  form  of  loans.  A  midrange  number  that  is  hardly  sensa- 
tional from  the  standpoint  of  meeting  community  needs. 

There  is  no  showing  of  data,  in  our  belief,  that  would  establish 
what  is  or  what  is  not  a  proper  level  for  a  loan-to-deposit  ratio.  Of 
course,  the  banks  tell  everybody  that  their  loan  ratio  is  low  for  lack 
of  demand  and  they  have  no  choice  but  to  put  their  depositors' 
money  into  government  securities  rather  than  into  the  community. 

The  truth  of  those  claims  cannot  be  established  without  looking 
at  economic  conditions  and  the  credit  needs  of  some  of  these  com- 
munities where  exempt  banks  operate,  but  the  rule  provides  for  no 
such  analysis. 

The  record  also  reveals  that  almost  all  of  the  substantial  non- 
compliance ratings  handed  out  to  date  under  the  CRA  have  gone 
to  banks  under  $250  million  in  assets.  We  find  it  extremely  ironic 
that  the  regulators  are  now  in  the  position  of  recommending  that 
the  very  category  of  banks  with  the  worst  records  be  granted  Droad 
exemptions. 

We  should  also  note  that  all  of  these  banks  are  not  located  in  the 
far  reaches  of  rural  America.  Many  operate  in  urban  areas  and  are 
important  to  the  economic  vitality  of  inner-city  neighborhoods. 

In  short,  we  believe  this  exemption  goes  well  beyond  the  scope 
of  CRA  and  is  clearly  contrary  to  the  intent  of  the  act,  and  without 
formal  full-scale  evaluations,  the  evaluations  on  this  sort  of  bank 
will  be  in  the  form  of  self-certifications. 

Second,  we  believe  that  the  investment  and  nondirect  lending 
proposals  in  the  rule  amount  to  what  could  be  a  very  broad  loop- 
hole. The  new  rules  place  far  too  much  emphasis  in  our  belief  on 
the  one-shot  quickie  investments  that  banks  might  make  to  a  com- 
munity development  corporation.  While  some  of  these  investments 
might  be  commendable  and  are  certainly  needed,  they  should  not 
become  an  easy  out  for  banks  that  don't  want  to  do  the  day-to-day 
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work  necessary  to  make  the  CRA  a  living  viable  law  for  long-term 
economic  development  in  local  communities. 

This  desire  to  write  a  check  and  "be  done  with  the  problem  sight 
unseen"  is  like  the  commimity  that  builds  the  freeway  over  the 
low-income  areas  so  the  good  suburbanites  and  tourists  won't  have 
to  see  or  travel  through  the  slums. 

There  are  practical  reasons  for  neighborhood  banks  to  be  part  of 
the  community,  to  learn  about  the  community,  and  eventually  to  be 
convinced  that  people  with  different  race,  ethnic,  economic,  and  so- 
cial backgrounds  would  be  worthy  and  profitable  customers.  But 
this  kind  of  hands-on,  day-to-day  involvement  and  individual  in- 
vestment is  not  nurtured  if  CRA  promotes  these  one-time  indirect 
investments  as  substitutes  for  full-time  backing. 

Perhaps  most  troubling  in  the  investment  area  is  that  the  pro- 
posed rule  would  permit  a  lender  to  buy  its  way  out  of  CRA  by  get- 
ting credit  for  loans  made  by  third  parties.  This  nondirect  lending 
loophole  will  severely  undermine  the  intent  of  the  act  to  encourage 
lenders  to  develop  the  internal  expertise  and  product  lines  to  Be 
able  to  successfully  compete  in  lower  income  communities. 

CRA  obligations  pertain  to  the  chartered  institution,  not  an  ex- 
ternal third  party  that  may  have  a  business  relationship  with  the 
chartered  institution.  The  nondirect  lending  proposal  amounts  in 
our  belief  perhaps  to  a  regulatory  sanctioned  alibi  for  noncompli- 
ance and  we  believe  it  should  be  struck  from  the  rule. 

In  conclusion,  no  set  of  regulations  will  mean  much  unless  there 
is  resolve  that  the  purpose  of  the  act  to  encourage  banks  to  meet 
credit  needs  throughout  their  communities  will  be  met  and  met  in 
a  vigorous  manner.  That  resolve  has  to  involve  the  President,  the 
Congress,  the  regulators,  and  the  industry. 

And,  Mr.  Chairman,  with  respect  to  your  comment  about  diver- 
sity, I  do  note  in  my  written  statement  that  we  have  always  be- 
lieved that  one  of  the  greatest  needs  for  more  effective  CRA  is  a 
well-trained  examination  force  that  reflects  the  diversity  of  the  Na- 
tion. We  have  felt  that  trained,  dedicated  examiners  and  supportive 
supervisors  could  overcome  any  glitches  in  the  law  and  make  CRA 
sing.  This  is  true  for  the  current  regulations  and  it  will  be  true  for 
the  new  rules,  regardless  of  how  polished  they  may  well  be  in  the 
final  form. 

The  CRA  examination  force  needs  to  be  trained  not  only  in  the 
inner  workings  of  financial  institutions,  but  in  the  inner  workings 
of  neighborhoods  and  communities  of  all  racial,  economic,  and  so- 
cial backgrounds. 

In  drafting  the  final  regulations,  the  agencies  should  realize  that 
banks  are  never  going  to  fall  in  love  with  the  CRA.  True,  some  now 
realize  that  this  type  of  lending  can  be  quite  profitable.  But  for  the 
most  part,  the  banking  industry  regards  CRA  as  an  intrusion  on 
their  tightly  controlled  domains.  So  the  regulators  should  disabuse 
themselves  of  the  notion  that  their  role  in  CRA  is  to  make  banks 
happy. 

In  short,  Mr.  Chairman,  the  fact  that  law  enforcement  may  re- 
quire some  paperwork  should  not  provide  an  excuse  for  not  enforc- 
ing the  law.  The  purposes  of  the  act  and  the  needs  of  the  commu- 
nities it  is  intended  to  help  far  outweigh  any  inconvenience  a  bank- 
er might  feel  in  producing  a  document  needed  to  enforce  the  act. 
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Responsible  regulators,  in  our  view,  should  never  let  fear  and 
loathing  of  paperwork  determine  the  scope  of  regulations  and 
enforcement. 

I  would  be  glad  to  answer  any  questions. 

[The  prepared  statement  of  Mr,  Lewis  can  be  found  in  the 
appendix.] 

Mr.  Roth.  Mr.  Chairman,  I  don't  wemt  to  ask  the  panel  a  ques- 
tion. I  just  wanted  to  raise  an  issue  here  that  I  think  is  important. 
I  noticed  that  both  of  our  speakers  had  talked  about  the  banks 
being  not  very  favorably  disposed  to  more  and  more  paperwork  as 
it  deals  with  CRA.  Dr.  Thomas  talked  about  you  giving  bank  incen- 
tives. I  wonder,  as  we  are  hearing  the  testimony,  if  our  panelists 
wish  to  address  that  and  see  what  kind  of  incentives  we  could  give 
to  the  banks. 

Maybe  there  is  a  Russian  proverb  that  two  mountains  can  never 
come  together,  but  two  men  always  can.  Maybe  we  can  get  the  reg- 
ulators to  go  to  the  banks  and  sav,  hey,  this  is  what  we  have  dis- 
covered and  how  you  feel  about  this.  Rather  than  being  adversar- 
ial, maybe  we  can  work  something  out. 

Chairman  Flake.  I  think  Dr.  Thomas  did  in  fact  point  to  BEA 
and  said  at  least  one  attempt  to  try  and  move  in  that  direction, 
and  I  think  there  are  probably  others  some  of  us  probably  have  not 
thought  about.  And  I  think  as  we  think  through  this,  as  we  hear 
the  rest  of  the  testimony,  it  is  a  question  that  we  ought  to  come 
back  to,  and  I  would  be  happy  to  do  so. 

Mr.  Dawson  is  president  of  Harold  Dawson  Co.,  a  real  estate  firm 
headquartered  in  Atlanta.  We  are  happy  to  welcome  you  this  morn- 
ing and  glad  that  you  could  make  it  in.  I  suppose  you  came  in  last 
night. 

Mr.  Dawson.  Came  in  yesterday  afternoon, 

Chairmem  Flake.  Yesterday  afternoon.  You  did  the  S£ife  thing. 

Mr.  Dawson.  Enjoyed  a  beautiful  afternoon. 

Chairman  Flake.  Thank  you  very  much.  We  are  happy  to  have 
you  here  this  morning  and  you  may  proceed  with  your  testimony 
now. 

STATEMENT  OF  HAROLD  DAWSON,  SR.,  PRESmENT,  DAWSON 

PROPERTIES 

Mr.  Dawson.  Thank  you,  Chairman  Flake  and  Ms.  Waters,  Mr. 
Roth,  I  appreciate  the  invitation  to  participate  in  this  hearing.  My 
name  is  Harold  Dawson.  Since  1958,  I  have  been  in  the  real  estate 
business  and  founded  Harold  A.  Dawson  Co.,  a  full-service  real  es- 
tate firm  located  in  Atlanta.  I  am  the  company's  president  and 
CEO,  and  a  past  president  of  the  National  Association  of  Real  Es- 
tate Brokers  headquartered  here  in  Washington. 

Our  real  estate  company  was  initially  a  brokerage  company  for 
single-family  homes  and  during  the  past  36  years,  it  has  evolved 
into  one  of  the  largest  minority-owned  real  estate  services  compa- 
nies in  Atlanta  and  one  of  the  largest  in  the  southeastern  United 
States. 

Our  real  estate  enterprises  employ  approximately  100  people 
and,  as  a  comprehensive  real  estate  company,  we  are  involved  in 
every  phase  of  the  business,  in  developing,  managing,  leasing  all 
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types  of  properties  from  low-income  residential  to  large-scale  com- 
mercial and  industrial  projects. 

I  was  invited  today  to  speak  as  a  community  developer,  but  actu- 
ally I  come  wearing  three  distinct  hats  as  a  real  estate  developer, 
an  RTC  contractor,  and  a  bank  board  member. 

I  believe  I  have  a  perspective  on  community  development  that, 
if  not  unique,  certainly  is  broader  in  scope  than  most. 

The  Harold  A.  Dawson  Co.,  has  a  long  history  of  community  de- 
velopment in  Atlanta.  To  give  you  an  understanding  of  my  com- 
pany, I  would  like  to  take  iust  a  minute  to  mention  some  recently 
completed  projects,  as  well  as  some  that  are  in  the  works  right 
now. 

One  of  the  neighborhoods  near  the  Greorgia  Dome  where  the 
Super  Bowl  was  recently  held  is  called  Van  City,  and  like  many 
neighborhoods  in  our  city,  it  is  in  need  of  new  housing  for  low-  and 
moderate-income  residents.  To  help  solve  that  problem,  my  com- 
pany recently  developed  a  127-unit  multifamily  apartment  complex 
just  two  blocks  from  the  Georgia  Dome.  This  building  provides 
housing  for  students  from  the  Atlanta  University  Center,  and  it 
leased  up  to  100  percent  occupancy  shortly  after  completion  within 
the  last  6  months. 

In  addition  to  developing  new  housing,  we  are  involved  in  ren- 
ovating apartment  buildings.  And  we  recently  assisted  a  coopera- 
tive in  obtaining  a  $1.5  million  HUD  flexible  subsidy  loan  to  reha- 
bilitate a  200-unit  cooperative  development  which  was  built  in 
1967.  And  this  loan  enables  us  to  install  new  air-conditioning  and 
cabinets,  refrigerators  and  stoves.  And  this  project  started  in  De- 
cember. It  will  be  completed  this  spring. 

We  also  are  involved  in  development  of  a  new  Kroger  store  in 
southwest  Atlanta  and  also,  finally,  we  are  in  the  phases  of  con- 
struction of  a  new  100,000  square  foot  building  in  southwest  At- 
lanta which  serves  as  the  administration  building  for  the  county's 
family  children  services  department. 

Also,  as  I  mentioned,  we  are  involved  with  Resolution  Trust  Cor- 
poration and  we  are  one  of  the  very  few  100  percent  ethnic  minor- 
ity-owned contractors  in  the  country  working  with  RTC  as  a 
SAMDA  contractor.  We  are  not  involved  as  a  joint  venture  but  we 
have  a  SAMDA  contract  that  we  manage  ourselves. 

In  this  role,  our  companies  handle  more  than  100,000  properties 
in  20  States  and  we  utilize  minority  women-owned  firms  as  an  in- 
tegral part  of  this  process. 

As  a  member  of  NationsBank  of  Georgia,  I  also  serve  as  the 
chairman  of  NationsBank  board's  CRA  committee,  prior  to  that 
time,  a  member  of  CNS  Bank  of  Georgia  and  we  have  been  in- 
volved in  the  private  sector  oversight  of  CRA  since  its  inception  in 
1977. 

NationsBank,  of  course,  is  the  third  largest  bank  in  the  country 
and  largest  bank  in  Georgia.  And  during  my  term  as  a  board  mem- 
ber, I  have  seen  the  company  spend  an  enormous  amount  of  time 
and  effort  grappling  with  tnis  question  of  CRA  I  believe  that 
NationsBank  has  taken  the  lead  in  the  private  sector  when  it 
comes  to  community  investment,  and  the  company  has  gone  beyond 
promises  and  is  generating  results. 
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When  the  company  became  NationsBank  in  January  1992,  its 
chairman,  Hugh  McColl,  pledged  that  it  would  make  $10  billion  in 
community  development  loans  by  the  end  of  this  decade.  In  1992, 
the  first  full  year  of  that  program,  NationsBank  made  more  than 
$2.2  billion  in  community  development  loans  including  $343  million 
in  Georgia.  The  company  is  certainly  on  track  to  exceed  its  $10  bil- 
lion commitment. 

A  central  piece  of  that  effort  is  the  bank's  partnership  with  the 
enterprise  foundation  that  created  the  $100  million  Nations  Hous- 
ing Fund.  This  is  the  largest  single  investor  tax  credit  equity  fund 
ever  and  it  will  provide  capital  to  create  up  to  4,000  new  affordable 
housing  units. 

The  bank  has  established  a  unit  in  the  bank  called  the  Nation 
Bank  Community  Investment  Group  and  is  staffed  by  100  profes- 
sionals who  work  full-time  to  develop  programs  and  service  tools 
that  fuel  economic  and  community  development.  One  of  the  bank's 
strategies  has  several  components. 

One  important  feature  includes  the  establishment  of  partner- 
ships with  organizations  such  as  the  NAACP  and  the  Urban 
League  by  striking  these  partnerships.  The  bank  makes  certain 
that  the  information  about  loan  and  development  programs  it  has 
developed  for  low-  and  moderate-income  individuals  reaches  those 
potential  customers. 

In  December  1991,  the  company  and  the  NAACP  jointly  an- 
nounced they  would  establish  five  community  resource  centers. 
NationsBank  would  commit  $1.1  million  annually  to  fund  the  re- 
source centers  and  the  NAACP  would  operate  them. 

The  centers  provide  counseling  to  individuals  and  aspiring  busi- 
ness owners.  And  if  a  person  has  never  owned  a  home  but  needs 
to  know  what  it  would  take  to  get  a  loan,  they  come  to  a  center. 

The  five  original  cities  were  Atlanta;  Charlotte;  Richmond;  Co- 
lumbia, South  Carolina;  and  Austin,  Texas  and  Fort  Lauderdale, 
Florida,  has  been  added. 

In  1993  alone,  NationsBank  approved  $19.6  million  for  loans 
generated  for  individuals  who  got  their  start  through  NAACP  re- 
source centers.  In  addition,  to  making  loans  NationsBank  has  built 
a  foundation  to  educate  people  on  basic  financial  matters.  And  an 
additional  865  people  graduated  from  classes  held  for  prospective 
business  owners. 

So  the  NAACP,  as  well  as  the  bank,  are  well  on  their  way  to 
making  millions  of  dollars  in  new  loans  this  year  just  through  this 
one  program.  In  my  opinion,  this  joint  program  between 
NationsBank  and  NAACP  is  what  community  development  is  all 
about. 

Mr.  Chairman,  I  must  commend  you  in  your  efforts  to  revitalize 
the  Bank  Enterprise  Act  Amendment  of  1993  because  it  contains 
a  number  of  programs  already  implemented  by  NationsBank.  I 
strongly  support  BEA  as  a  way  and  mechanism  to  help  revitalize 
low-  and  moderate-income  urban  and  rural  communities.  Of  par- 
ticular interest,  in  support  for  me  is  section  101,  which  embraces 
the  community  development  fund  and  section  304,  which  is  the 
Microloan  Guarantee  Demonstration  Program.  I  think  both  of  these 
have  great  potential. 
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As  relates  to  CRA  reform,  I  support  strongly  CRA  reform  and  its 
emphasis  on  performance  rather  than  paperwork.  However,  I  do 
not  support  the  alternative  to  CRA  evaluation  by  allowing  an  insti- 
tution to  submit  a  CRA  business  plan  preapproved  by  regulators. 
Because  in  my  opinion,  it  minimizes  community  input  after  the 
plan  is  approved.  I  also  oppose  exemptions  for  institutions  of  $250 
million  or  less. 

I  believe  that  NationsBank  is  on  the  leading  edge  of  advocating 
community  development.  However,  NationsBank  and  other  pro- 
gressive banks  need  to  do  a  better  job  of  letting  the  public  know 
that  their  programs  and  services  are  available,  how  they  work,  and 
what  they  can  do  to  help  the  community. 

It  is  my  considered  opinion  that  many  opportunities  available 
through  existing  programs  are  underutilized  simply  because  the 
public  doesn't  know  tnat  they  exist.  Inclusion  from  my  perspective 
as  a  developer,  an  RTC  contractor,  and  a  bank  board  director,  I 
clearly  see  community  development  on  the  threshold  of  opportunity 
for  positive  actions  and  positive  change. 

Banks  and  other  financial  service  companies  hold  the  key  to  fi- 
nancing many  of  these  initiatives.  I  would  encourage  you  to  be  ag- 
gressive in  making  sure  that  this  reform  keeps  those  stipulations 
to  discipline  those  banks  that  are  not  meeting  the  spirit  of  the  cur- 
rent and  future  legislation  but  recognize  that  some  are  already 
generating  the  kind  of  results  that  the  law  is  intended  to  provide. 

Thank  you. 

[The  prepared  statement  of  Mr.  Dawson  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much,  Mr.  Dawson,  and  cer- 
tainly we  appreciate  it.  I  think  the  testimony  is  balanced  by  the 
various  hats  that  you  wear,  and  yet  I  think  relatively  fair  in  terms 
of  presenting  all  sides  of  the  issue  which  you  have  done. 

Mr.  Mays,  president  of  Mays  Properties,  would  you  proceed  now 
with  your  testimony? 

STATEMENT  OF  GEORGE  B.  MAYS,  PRESIDENT,  MAYS 

PROPERTIES 

Mr.  Mays.  Thank  you,  Mr.  Chairman.  I  think  I  had  much  more 
trouble  getting  here  than  most  people. 

Chairman  Flake.  You  flew  in  this  morning? 

Mr.  Mays.  No.  I  flew  in  last  night,  but  I  drove  around  all  night. 

Chairman  Flake.  Yes.  That  is  why  they  have  those  little  road 
roundabouts,  just  to  see  how  many  you  can  go  around  and  whether 
or  not  you  come  out  of  the  right  side. 

Mr.  Mays.  CRA  couldn't  be  more  difficult. 

Chairman  Flake.  Where  is  your  home? 

Mr.  Mays.  Arkansas.  Little  Rock. 

Chairman  Flake.  Well,  coming  from  there  to  here  might  be  a  lit- 
tle difficult. 

Mr.  Mays.  Very  difficult. 

Chairman  Flake.  The  President  is  learning  that,  too. 

Mr.  Mays.  And  I  am  going  to  try  not  to  lose  my  voice. 

Chairman  Flake.  I  have  lost  mine. 

Mr.  Mays.  Mr.  Chairman,  and  honorable  members  of  this  sub- 
committee, I  am  pleased  to  have  the  opportunity  to  speak  to  this 
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extremely  important  subject,  to  the  low-  and  moderate-income  com- 
munity of  this  country.  The  Community  Reinvestment  Act  Reform 
Proposal  could  be  the  deliverance  of  the  inner  city.  If  followed  by 
every  participating  party,  it  will  allow  a  rebirth  of  the  very  birth- 
place of  all  our  major  communities  in  this  great  country  of  ours. 

The  very  core  of  the  concentric  ring  theory  of  real  estate  property 
decay  can  begin  a  new  birth.  The  CRA  reform  offers  this  prospect 
without  taking  from  the  haves  and  giving  to  the  have-nots  through 
taxes  or  other  forms  of  governmental  assessment. 

Mays  Properties  manages  low-income  and  moderate-income  prop- 
erties. We  have  been  doing  that  since  1945.  We  have — in  doing 
that,  we  feel  we  must  never  lose  sight  of  the  fact  that  one  of  the 
contributing  factors  to  our  present  inner-city  problem  is  the  failure 
to  reinvest  in  our  birthplace  as  a  community. 

We  continually  invested  in  the  construction  of  the  new,  while  to- 
tally overlooking  the  value  of  the  old.  Our  financial  institutions  en- 
couraged this  Utopian  ideal,  so  each  to  their  financial  riiin.  While 
our  financial  institutions  chased  the  golden  fleece,  the  inner  city 
was  neglected  and  left  to  decay.  As  depreciation  brought  the  prop- 
erty values  down,  it  also  brought  in  the  low-  to  moderate-income 
inhabitants,  the  blacks,  the  browns,  the  technologically  unpre- 
pared, and  the  disenfranchised  minorities  of  this  country,  pulled 
like  a  magnet  by  the  low  rents  to  inhabit  decaying,  rotten,  and  ill- 
maintained  structures,  we  now  call  the  inner  city.  What  once  rep- 
resented energy,  activity,  with  its  magnificent  buildings  and 
human  creativity  now  serve  as  a  cornerstone  to  despair  and  misery. 
It  is  only  right  and  proper  that  the  institutions  that  contributed  to 
the  problems  are  now  being  encouraged  to  contribute  to  the 
solution. 

The  failure  of  CRA  cannot  be  laid  at  the  feet  of  the  financial  in- 
stitutions that  turned  their  back  on  the  inner-city  development  to 
quick  profits  offered  by  developing  appreciating  suburbs. 

In  my  opinion,  CRA  was  destroyed  by  inconsistent  supervision. 
Over  the  years — maybe  I  am  losing  my  voice — the  bank  exarruners 
did  more  to  kill  the  initiative  of  unprepared — I  remember  in  1977 
when  CRA  was  initially  initiated,  even  in  Arkansas,  which  a  lot  of 
people  up  until  recently  considered  the  very  outlying  area  of  the 
country,  banks  were  beginning  to  rush  to  participate  in  CRA.  How- 
ever, tne  paperwork  became  more  and  more  cumbersome  as  bank 
examiners  dealt  with  failures  rather  than  successes. 

As  bank  examiners  evaluated  40  loans  to  low-  and  moderate- 
income  people  and  found  3  failures  to  5  failures,  they  would  deal 
with  the  5  failures  and  not  the  35  successes.  That  began  to  take 
away  the  impetus  of  banks  to  participate  in  CRA. 

The  quick  profits  offered  by  the  suburbs  became  much  more  en- 
ticing than  the  hard  and  grueling  work  of  dealing  with  low-  and 
moderate-income  loans  and  bank  examiners. 

The  unprepared  evaluators  of  this  act  did  not  look  to  the  percent- 
ages of  participation  but  to  the  failures  of  the  package.  They  did 
not  encourage,  but  discouraged.  Consistency  was  not  the  byword. 
Inconsistency  in  evaluating  participation  was  rampant. 

So  harassed  were  the  financial  institutions  by  the  supervisors  of 
this  act  that  loans  to  the  low-  and  moderate-income  segment  of  the 
community  became  almost  extinct.  The  black  and  brown  members 
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of  society  were  almost  forgotten.  Financial  institutions  instituted 
limitations  such  as  redlining — and  I  am  sure  we  all  remember 
those — and  other  restrictive  lending  practices  that  totally  excluded 
banking  personnel  from  considering  loans  to  certain  areas  within 
the  low-income  communities.  These  areas  were  in  the  inner  cities, 
by  the  way,  and  these  areas  were  what  I  call  the  cornerstone  of  all 
communities  that  exist  today. 

This  situation  must  be  corrected.  The  reform  of  this  act  can  be 
the  reawakening.  We  must  recogpiize  the  errors  of  the  past  and  cor- 
rect them.  Today  it  is  not  just  required  that  we  solve  this  problem, 
it  is  mandatory.  Our  future  dem.ands  it.  We  must  reclaim  our  total 
community,  not  just  the  white  Anglo-Saxon  Protestant  sections.  We 
now  have  proof  that  the  decay  in  one  section  can  spread  to  all  sec- 
tions of  our  communities. 

Cooperation  appears  to  be  the  cure.  All  of  us  working  for  the 
common  good  is  the  solution.  All  of  us — ^black,  brown,  white,  Jew, 
gentile — working  and  trusting  in  one  another  is  the  answer  that 
produces  the  best  results.  We  see  this  in  small  towns.  It  is  a  re- 
quirement that  we  all  work  together  to  bring  life  to  the  Community 
Reinvestment  Act  Reform  of  1993. 

We  must  all  work  to  keep  hope  alive  as  Reverend  Jesse  Jackson 
says. 

CRA  reform  offers  a  renewed  opportunity  to  bring  minority  mem- 
bers of  the  community  into  the  mainstream  of  American  lives.  We 
must  not  fail.  We  must  not  let  the  lofty  ideas  of  CRA  reform  be  de- 
stroyed by  bureaucrats.  We  must  encourage  minorities  to  creatively 
solve  problems  of  inner-city  rebirth. 

We  must  listen  to  the  inhabitants  of  the  communities  and  not 
utilize  theory  created  in  think  tanks  located  far  away  from  the 
problem.  We  must  stop  trying  to  solve  this  problem  tnrough  tax- 
ation and  use  creation.  We  must  create  viable,  interested,  and 
working  citizens  where  now  exist  desperate  £ind  demoralized 
people. 

This  can  all  be  accomplished  if  we  follow  the  intent  of  the  CRA 
reform.  As  we  go  forward  with  this  program,  we  maintain  the 
awareness  that  we  are  all  an  integral  part  of  the  success  of  this 
program. 

Now,  as  we  review  the  Community  Reinvestment  Act  as  changed, 
I  am  extremely  hopeful  that  it  incentivizes  the  financial  institu- 
tions to  participate.  As  we  have  heard  Mr.  Dawson  say,  at  least  we 
have  been  incentivized  to  at  least  one  bank.  My  concern  is  Arkan- 
sas, Texas,  and  Tennessee  citizens.  That  is  my  area  of  operation. 

In  rebuilding — I  am — I  believe  that  the  only  way  to  eliminate  our 
inner-city  problem  is  to  allow  our  inner-city  inhabitants  to  partici- 
pate in  a  solution  of  that  problem.  I  Jo  not  feel  that  as  a  developer, 
we  can  go  in  without  the  inner  city,  the  inhabitants  of  inner  city 
and  the  people  that  live  in  the  inner  city  and  solve  their  problem 
for  them.  Crime  goes  away  if  99  percent  of  the  people  that  live  in 
the  inner  city  say  that  crime  is  no  longer  admissible  and  an  ex- 
pected contingent  of  life. 

Therefore,  we  must  fight  to  educate  the  examining  branch  of  the 
supervising  bodies  to  the  understanding  that  no  venture  involving 
humans  is  perfect,  therefore,  some  percentage  of  failure  should  be 
anticipated. 
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The  supervising  bodies  cannot  use  these  facts  to  reduce  the  effec- 
tiveness of  the  program,  overall.  This  can  easily  be  done  by  focus- 
ing too  much  on  a  few  failures  as  we  did  in  1977  to  the  exclusion 
of  many  successes.  We  cannot  let  the  few  destroy  the  hope  of  the 
many. 

Now,  this  act,  although  it  is  implied,  the  CRA  Act  reform  does 
not  give  credit  to  financial  institutions  for  guarantees.  Commu- 
nity— ^nonprofit  community  development  corporations  have  at  their 
disposal  tne  right  to  issue  bonds,  (c)(3)  bonds.  They  can  issue  up 
to  $150  million  (c)(3)  bonds  but,  right  now,  they  mortgage  back 
called  junk  bonds. 

If  the  financial  institutions  guarantee  to  some  degree,  these  will 
no  longer  become  junk  bonds  but  marketable  bonds,  therefore  com- 
munity development  organizations,  501(c)(3)  corporations,  initiated 
and  founded  by  the  community  can  therefore  dig  their  own — can 
make  their  own  shovel  and  dig  their  own  hole  with  the  help — this 
is  a  partnership  participating  idea  that  brings  funds  into  the  inner 
city. 

We  are  not  saying  the  bank  has  to  loan  all  of  the  money  to  dig 
us  out  of  this  problem,  make  the  bond  viable,  make  the  (c)(3)  bond 
viable.  It  has  some  viability  because  it  is  a  tax  savings  bond  at 
present.  With  a  bank  guarantee,  the  safety  offered — ^^the  safety  of- 
fered by  the  guarantee  encourages  more  participation,  makes  a 
bond  more  saleable  while,  at  the  same  time,  creating  some — an 
overseer  for  the  idea  that  will  support  the  bond. 

Currently,  this  act  does  not  say  that  banks  will  be  given  credit 
by  the  examiners  should  they  guarantee  501(c)(3)  bonds.  It  does 
not  deal  with  guarantees  to  501(c)(3)  bonds,  and  I  think — instead 
of  leaving  them  in  the  junk  bond  category,  the  community  will  be 
given  incentives  to  create  larger  projects,  create  enterprise  zones 
that  brings  jobs  back  to  the  community  with  this  added  incentive. 

Community  development  corporations  can  more  effectively  joint 
venture  with  larger  industries.  Not  just  with  banks  or  NAACPs  or 
all  of  the  older  outlying  institutions,  but  with  Dial  Corp.,  who 
seems  to  be  making  a  lot  of  profit  at  the  present  time  with  the  help 
of  these  guarantees.  Maybe  Dial  would  be  able  to  put  some  of  their 
profits,  their  117  million  dollars'  worth  of  profit  from  last  year  into 
a  community  project  that  offers  a  particular  profit. 

I  don't  says  General  Motors  because,  even  though  they  are  a  blue 
chip  company,  they  may  not  be  around  next  year.  They  have  their 
own  problems. 

The  private  sector,  if  we  can  include  the  private  sector,  utilizing 
the  CRA  Act  reform,  then  with  the  safety  enhancements  of  the 
guarantee,  this  can  improve  the  marketability.  With  this,  market- 
ability projects  can  be  created,  small  business  growth  within  the 
community  can  be  enhanced,  and  valuable  resources  were  within 
the  community  instead  of  seeking  the  safety  of  the  suburbs. 

Mr.  Roth.  That  is  the  point  of  your  argument.  If  you  give  them 
more  incentives,  that  is  precisely  what  you  are  trying  to  do — give 
them  encouragement  and  then  they  will  make  the  loan. 

Mr.  Mays.  To  make  the  loan  to  stay?  The  community  and  to  de- 
velop the  community.  As  long  as  you  have  good  people  leaving  the 
community,  only  bad  people  remain.  If  good  people  start  staying  in 
the  community,  the  community  gets  better.  I  grew  up  in  the  com- 
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munity.  I  don't  remember  a  Jesse  James.  I  do  remember  a  grand- 
mother and  somebody  watching. 

I  think  the  whole  idea  for  the  inner  city  and  for  the  CRA  Act  Re- 
form is  to  start  people  watching  people  again,  at  least  kids.  I  mean 
right  now,  I  mean,  nobody  talks  to  kids  because  they  carry  too 
many  weapons. 

Although  right  now  this  can  be  implied  in  the  existing  reform  of 
the  act.  All  of  this  can  be  implied  with  the  existing  Reform  Act  in 
the  fact  that  Mr.  Dawson — ^that  is  an  area  that  Mr.  Dawson  didn't 
like  that  the  bank  could  creatively  put  this  in  their  plan  and  get 
greater  points  for  it  under  the  current  Reform  Act.  I  don't  know  if 
any  banks  would  do  that,  but  it  would  not — ^we  wouldn't  have  to 
cross,  pray,  and  hope  if  we  had  it  as  a  direct  incentive  in  a  CRA 
reform. 

The  financial  institutions  would  then  be  evaluated  on  how  they 
developed  their  plan  to  strengthen  the  bonds  through  their  partici- 

f>ation.  The  most  ingenious  of  these  would  receive  the  most  excel- 
ent  ratings.  I  mean,  just  offering  the  fact  that  this  could  be  done, 
I  am  sure  once  the  banks  could  get  into  it.  It  could  be  done  much 
better  than  just  even  what  I  am  thinking  of  right  now. 

The  other — the  other  thing  that  is  included  in  the  CRA  reform 
that  is  the  development  of  small  business,  but  the  enterprise  zone 
which  is  a  clustered  small  business  is  not  mentioned  theoretically, 
I  mean — actually  in  the  Reform  Act.  Now,  if  we  could  create  finan- 
cial institutions'  interest  in  the  enterprise  zone,  then  when  we  en- 
courage cluster  small  businesses  to  start  and  if  we  get  10  to  start, 
if  we  just  follow  the  old  adage  of  marketing,  to  stay,  and  that 
means  jobs  in  the  community. 

If  we  can  balance  them  with  a  financial  institution's  conserv- 
atism and  assistance,  we  may  have  a  much  better  percentage  with 
an  enterprise  zone  loan.  And  we  are  going  to  encourage  other  cen- 
tralized focus  like  small  business,  other  governmental  loans  to  be 
focused  and  aimed  at  one  central  location  in  the  inner  city  that  is 
providing  jobs  in  the  development  of  a  community  base. 

Assistance  to  small  business  within  the  community  are  currently 
incentivized  by  the  CRA  Reform  Act  and,  as  such,  could  imply  the 
inclusion  of  enterprise  zones.  It  could  imply.  No  specific  mention  of 
this  is  delineated  in  the  act  itself  It  should  be.  It  would  encourage 
the  clustering  of  small  businesses  within  the  community.  This  clus- 
tering would  add  a  multiplier  to  the  jobs  that  can  be  created  by  de- 
veloping small,  viable  businesses  in  the  communities  where  des- 
peration existed  only  months  before.    > 

The  experience  of  the  financial  institutions  could  be  used  to  cre- 
ate these  associations  that  would  work  in  harmony  while  bringing 
new  hope  to  depreciating  areas.  Low-  and  moderate-income  inhab- 
itants would  be  able  to  remain  and  work  in  their  own  neighbor- 
hoods, thereby  strengthening  the  family  structure  of  our  inner 
cities. 

Other  benefits  that  would  accrue  if  this  could  be  accomplished 
would  be  the  reduced  crime  and  increased  community  participation 
in  all  segments  of  the  community  at  large,  by  encouraging  and  al- 
lowing jobs  to  develop,  to  be  developed  in  tne  inner-city  commu- 
nities. The  authority  of  the  parent  is  brought  back  as  an  ingredient 
of  the  neighborhood  and  as  an  ingredient  of  family  life.  Not  only 


77 

will  there  be  some  watch,  but  there  will  be  someone  to  watch  and 
tell. 

This  act  should  encourage  the  financial  support  for  enterprise 
zones  in  these  low-  to  moderate-income  communities,  specifically 
delineate  the  rewards  of  cooperation  and  the  punishments  of  fail- 
ure to  cooperate. 

And  last  but  not  least,  the  universal  education  of  Federal  exam- 
iners. I  cannot  say  enough  to  stress  that  Federal  examiners  are  the 
primary  vehicle  of  success  of  any  of  these  programs. 

They  must,  they  just — the  original  CRA  was  destroyed  by  Fed- 
eral evaluators  applying  fixed  financial  criteria  to  experimental 
concepts  and  then  overstating  the  failure  and  understating  the  suc- 
cess. This  attitude  will  kill  all  the  hope  that  is  offered  by  the  Re- 
form Act  if  we  are  not  careful.  In  most  cases,  it  is  not  that  the  fi- 
nancial institutions  did  not  try  to  work  with  the  low-  to  moderate- 
income  communities  when  CRA  was  originally  enacted  in  1977.  At 
the  inception  of  CRA,  financial  institutions  developed  ingenious 
programs  to  assist  minority  members  of  community. 

However,  when  the  examiners  noted  the  failure  of  any  of  these 
ingenious  ideas,  they  used  it  as  an  example  of  bad  banking  practice 
instead  of  assisting  in  strengthening  the  system  and  working  to 
make  it  better.  They  took  the  errors  and  beat  the  program  to  death 
with  it.  We  cannot  allow  that  to  happen  again.  We  must  ensure  a 
consistency  of  evaluation  that  encourages  the  intent  of  this  act  and 
examiners  should  be  rewarded  or  punished  on  their  adherence  to 
this  policy. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Mays  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much.  Certainly,  we  appre- 
ciate this  testimony,  Mr.  Mays,  and  it  basically  speaks  from  within 
the  guts  of  the  community,  and  I  am  very,  very  thankful  for  it. 

We  have  one  more  witness  this  morning,  Maureen  Howard,  who 
is  representing  John  Taylor  of  the  National  Community  Reinvest- 
ment Coalition.  He  could  not  make  it,  so  we  welcome  you  to  be  able 
to  testify  on  behalf  of  the  coalition. 

Thank  you. 

STATEMENT  OF  MAUREEN  HOWARD,  FOUNDING  MEMBER, 
THE  WASHINGTON  REINVESTMENT  ALLIANCE;  TESTIFYING 
ON  BEHALF  OF  JOHN  TAYLOR,  PRESIDENT  AND  CEO,  NA- 
TIONAL  COMMUNITY  REINVESTMENT  COALITION 

Ms.  Howard.  Thank  you,  Mr.  Chairman.  Ms.  Waters.  My  name 
is  Maureen  Howard,  and  I  am  grateful  for  this  opportunity  to 
speak.  I  apologize  that  you  do  not  have  copies  of  my  written  re- 
marks. I  will  provide  those. 

I  am  a  founding  member  of  the  Washington  Reinvestment  Alli- 
ance, which  is  a  statewide  community  based  Community  Reinvest- 
ment Act  coalition  in  Washington  State,  and  I  am  here  today  in 
this,  your  Washington,  our  Washington,  the  other  Washington  to 
represent  the  National  Community  Reinvestment  Coalition  of 
which  we,  like  almost  400  other  community-based  groups  across 
the  country  in  all  but  four  States,  are  members.  There  will  be  writ- 
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ten  testimony  from  the  National  Community  Reinvestment  Coali- 
tion provided  to  you  for  the  record. 

I  have  been  asked  to  speak  by  my  colleagues  and  to  address  what 
you  requested  today;  whether  or  not  the  CRA  proposed  changes 
will  result  in  an  increase  of  the  investment  dollars  in  our  commu- 
nities and  what  impact  the  performance-based  CRA  process  will 
have  on  our  advocacy  style. 

I  hope  to  add  one  more  voice  to  this  conversation.  Our  statewide 
coalition  is  a  voluntary  coalition  which  includes  nonprofit  housing 
developers,  includes  the  statewide  coalition  for  the  homeless,  in- 
cludes community  action  agencies,  includes  unions,  includes  indi- 
vidual nonprofit  organizations,  the  rural  organizations,  iust  about 
anybody  we  could  bring  to  the  table,  has  negotiated  ana  monitors 
nearly  $3  billion  of  lending  commitments  over  a  10-year  period  in 
Washington  State.  The  agreements  are  with  some  ojf  the  largest 
banks:  The  Bank  of  America;  Key  Bank;  and  Washington  Mutual. 

I  think  it  is  helpful  that  I  came  to  CRA  both  personally  and  pro- 
fessionally. Shortly  after  the  original  act  was  passed,  I  tried  to  buy 
a  $20,000  house  in  a  northern  Indiana  City.  I  was  a  single  mother, 
graduate  student,  and  had  a  full-time  job  in  the  community. 

I  passed  the  credit  check.  The  mortgage  was  denied.  The  realtor 
told  me  that  I  could  never  prove  it,  but  that  the  area  in  which  I 
chose  to  live,  which  was  an  integrated  neighborhood,  had  been  red- 
lined.  Members  of  the  church  to  which  I  belonged  said  then  that 
they  had  done  redlining  studies  and  there  was  only  one  lender  in 
that  community  who  would  in  fact  lend  in  this  neighborhood. 

By  1991,  I  wasn't  nearly  so  naive.  I  spent  the  1980's  working  in 
a  community-based  organization  in  the  Hilltop  of  Tacoma,  which 
bears  much  of  the  characteristics  of  any  inner  city,  but  also  in  close 
proximity  to  suburban  communities,  large  rural  areas,  and  a  micro- 
cosm perhaps  of  what  goes  on  in  many  places  in  this  country. 

I  worked  with  homeless  people  from  1982  until  now.  I  learned  in 
the  1980's,  I  think  as  many  people  did,  that  responsible  commu- 
nity-based organizations  would  do  anything  in  our  power  to  try  and 
maintain  communities  and  to  build  them.  We  tried  to  regain  vacant 
housing.  We  tried  to  replace  housing  that  had  been  removed  for 
urban  renewal  or  for  gentrification  and  whatever  purpose.  We  tried 
to  create  jobs. 

We  became  very  good,  experts,  I  would  say,  at  coordinating,  col- 
laborating, partnering,  educating,  negotiating,  whatever  it  took  to 
put  together  some  of  the  types  of  deals  that  have  been  so  elo- 
quently described  by  Mr.  Mays.  The  need  was  obvious — we  had  to 
find  the  money  and  we  didn't  have  enough.  When  all  was  said  and 
done,  the  banks  in  my  community  in  my  State  had  money,  in  some 
cases,  more  money  than  they  knew  what  to  do  with.  The  homeless 
people  I  sheltered,  the  low-income  people  who  lived  in  the  neigh- 
borhood, the  neighborhood  itself,  and  the  nonprofit  community- 
based  organization  that  I  directed,  none  of  these  had  enough 
money.  Some  of  them  had  no  money.  And  none  of  them  had  what 
the  law  demanded;  fair  and  equal  access  to  credit. 

I  heard  Attorney  General  Janet  Reno  speak  yesterday  about  the 
CRA.  She  said  that  credit  is  the  lifeblood  of  economic  opportunity. 
Well,  from  my  experience,  if  this  is  true,  if  credit  is  the  lifeblood 
of  economic  opportunity  and  previous  testimony  seems  to  bear  that 
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out,  then  to  my  mind,  justice,  fair  and  equal  access  is  its  soul,  I 
think  the  Community  Ileinvestment  Act  brings  justice  to  the  table 
for  the  individual,  the  neighborhood,  those  who  do  business  in  the 
neighborhood,  whether  those  are  for  profit  or  nonprofit. 

When  the  Federal  Reserve  asked  me,  at  the  time  of  the  public 
meetings  around  the  Bank  of  America  merger,  what  I  thought 
Bank  of  America  should  do  by  way  of  a  CRA  commitment,  I  simply 
said  it  was  an  extraordinary  merger,  and  it  ought  to  have  an  ex- 
traordinary commitment.  In  Washington  State  it  was  a  $1.5  billion 
CRA  commitment  bv  the  end  of  that  negotiation. 

We  have  a  legal  framework  in  the  current  CRA  that  can  be  used 
and  we  have  used  this  in  Washington  at  the  time  of  the  mergers. 
What  this  legal  framework  currently  doesn't  do  is  to  provide  a  table 
around  which  you  can  sit  down  on  a  regular  basis  and  negotiate 
from  positions  of  strength  and  common  concern  rather  than  the 
outside  concern  of  the  merger. 

The  current  CRA  does  not  require  specific  loan  commitments  and 
this  is  a  good  change  in  the  proposed  regulations.  We  have  specific 
loan  commitments.  You  want  to  know  if  the  current  proposal  will 
result  in  increased  investment  dollars.  You  want  to  know  what  im- 
pact this  performance  based  loan  commitments  are  going  to  have 
on  our  advocacy  role. 

We  saw  increased  investment  dollars  across  the  State  of  Wash- 
ington as  a  result  of  these  agreements.  The  dollars  have  to  go  not 
just  to  communities,  they  have  to  go  to  individuals  and  the  pro- 
posed CRA  changes  don't  accomplish  this.  The  lending  test  doesn't 
cover  individuals.  It  covers  neighborhoods.  You  could  have  a 
wealthy  white  person  who  was  getting  loans  in  the  neighborhood 
and  the  neighborhood  would  show  up  as  getting  loans,  but  the  poor 
white,  poor  black,  or  Latino,  or  poor  whoever  who  lived  in  that 
neighborhood  might  be  just  where  they  are  right  now,  which  is  no 
access  or  very  limited  access  to  credit. 

We  have  to  get  credit  into  the  hands  of  low-  and  moderate- 
income  people,  even  very  low-income  people  and  certainly  minority 
individuals  of  all  income  levels  in  a  lending  context  in  which  denial 
rates  for  minority  and  mortgage  applications  are  twice  or  more  that 
of  white  applicants,  in  which  increasing  numbers  of  women  carry 
the  household's  financial  responsibility,  I  think  it  is  important  that 
we  know  gender  and  ethnicity. 

My  experience  with  homeless  and  extremely  low-income  people 
taught  me  this:  That  they,  too,  despite  our  perceptions  and  their 
poverty,  are  in  a  credit  system  but  their  credit  system  is  most  often 
illegal,  unethical  or,  at  best,  expensive.  They  will  never  know  eco- 
nomic opportunity  unless  they  have  some  reasonable  access  to  cred- 
it. I  should  tell  you  that  we  have  in  our  agreements  this  reasonable 
access  to  credit — I  mean  loans,  consumer  loans — at  $500  for  people 
who  have  no  credit  history. 

I  would  give  incentives  to  lenders  who  would  fairly  compensate 
commimity  groups  who  would  help  them  as  lenders  develop  prod- 
ucts and  services  for  these  very  low-income  people  in  the  areas  in 
which  they  live.  I  found  I  spent  hours  and  my  colleagues  spent 
hours  and  hours  trying  to  explain  to  people  who  had  enough  money 
and  knew  how  to  manage  it  the  needs  of  people  who  had  far  less 
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than  enough  money  but,  in  fact,  generally  managed  what  they  had 

very  well. 

As  for  the  impact  of  performance-based  CRA  process  on  our  roles 
as  advocates,  the  new  CRA  regulations  offer  an  optional  strategic 
plan  assessment.  I  would  make  that  a  required  element.  I  mean, 
that  would  just  be  a  given.  I  think — and  there  are  a  lot  of  technical 
kinds  of  things  that  need  to  happen  that  can  be  addressed  to  make 
that  happen,  because  I  think  that  is  a  way  in  which  all  the  parts 
of  the  community  can  regularly  come  together  and  look  at  what  is 
it  that  everybody  says.  Everybody  has  a  different  look.  A  different 
take  on  the  community  and  they  are  not  mutually  exclusive.  They 
are  just  different  looks,  and  if  a  community  can  come  together  and 
prioritize  in  some  way,  recognize  the  need,  all  of  the  needs  so  ev- 
erybody is  heard. 

Number  two,  prioritize  those  needs  and  fit  the  money  into  the 
needs  so  they  begin  to  be  addressed;  the  money  will  be  used  as  best 
we  can.  Sometimes  that  is  a  matter  of  educating  people  who  may 
be  very  sophisticated  in  their  own  experience  ana  their  own  frame- 
work and  may  know  nothing  about  other  opportunities,  because 
they  haven't  had  that  particular  experience. 

From  my  experience,  there  are  three  issues  that  have  to  be  ad- 
dressed if  this  is  really  going  to  work,  as  an  advocate,  to  really 
work  with  a  lender  on  a  performance-based  CRA  process.  Number 
one,  knowledge.  You  have  got  to  have  not  just  knowledge  of  the 
law,  you  have  got  to  have  knowledge  of  the  bank's  current  practice, 
what  they  say  and  what  the  community  says  as  well,  and  you  have 
got  to  have  a  real  imderstanding  of  the  community's  neea  and  the 
commimity's  capacity. 

The  lender  who  walks  in  and  says  we  have  X  million  dollars  we 
are  going  to  put  in  your  community  and  you  have  got  no  way  to 
move  that  to  the  street  is  like  an  empty  promise  up  there.  It  is 
wonderful  PR,  but  it  is  hopeless  from  the  community's  standpoint. 

Number  two,  time.  It  takes  incredible  amounts  of  time  to  educate 
the  lenders.  This  is  not  because  lenders  are  bad  people  or  evil  or 
get  up  in  the  morning  and  say,  what  can  we  do  to  really  mess  up 
things  in  the  community.  Most  of  the  lenders  with  whom  we  work 
in  Washington  State  get  up  and  say,  what  can  we  do  to  help  you. 
But  those  of  us  who  know — and  I  don't  think  this  is  just  nonprofit. 
I  can't  believe  it  doesn't  apply  to  business  men  and  women  as 
well — is  that  every  moment  that  you  are  working  with  that  lender 
to  try  and  educate — to  give  them  10  or  20  or  30  years  of  knowledge, 
that  is  time  you  are  not  doing  what  it  is  you  need  to  be  doing  that 
maintains  whatever  it  is  your  job  is. 

I  don't  know  that  there  are  very  many  people  who  get  paid  to  be 
CRA  advocates.  Most  of  us  are  running  nonprofit  community  devel- 
opment corporations  or  housing  development  corporations,  we  are 
doing  housing  counseling  or  homeless  shelters  or  just  a  whole  raft 
of  things  that  I  think  have  really — they  have  sort  of  exploded  in 
these  last  12  years  and  they  have  really  in  many  communities  knit 
these  communities  together.  There  are  some  really  good  folks  out 
there.  It  takes  time. 

The  third  thing  is  honest  negotiation,  and  respectful  negotiation. 
That  has  been  mentioned  before.  But  part  of  what  has  to  go  into 
that  is  having  the  skills  to  be  able  to  conduct  that  negotiation.  I 
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think  that  that  is  very  important.  In  1992,  the  Bank  of  America 
bought  Security  Pacific.  Key  Bank  bought  Puget  Sound  Bank.  In 
1993,  Washington  Mutual  bought  Pacific  First.  Those  who  were 
bought,  were  the  friendhest  lenders  in  terms  of  nonprofit  commu- 
nity development  and,  in  some  cases,  in  terms  of  for-profit  develop- 
ment as  well. 

The  agreements  that  we  negotiated,  the  Washington  Reinvest- 
ment Alliance,  in  each  of  these  mergers  reads  like  strategic  plans 
on  a  statewide  basis.  We  did  not  negotiate  for  any  individual  pro- 
gram or  any  individual  organization.  We  said  the  State  of  Washing- 
ton needs  250,000  units  of  low-  to  moderate-income  housing.  Here 
are  your  assets.  This  is  what  we  think  you  ought  to  be  able  to  con- 
tribute toward  the  development  of  low-  and  moderate-income  hous- 
ing in  these  15  categories  whether  it  was  bonds,  whether  it  was 
multifamily,  whether  it  was  single-family  rentals,  single-family 
home  ownership,  whether  it  was  farmworker,  whatever  it  was.  We 
just  went  right  down  the  list  from  our  experience  in  the  State. 

Each  bank  made  overall  lending  commitments  that  were  com- 
mensurate to  the  size  of  its  assets  and  they  made  specific  lending 
commitments  that  were  commensurate  with  our  best  estimate  of 
statewide  need,  community  capacity,  and  bank  production.  When 
we  didn't  know  what  the  answer  was,  but  we  knew  there  was  a 
need,  we  wrote  in  things  like  pilot  programs  to  design  small  busi- 
ness programs  that  would  meet  those  individual  entrepreneurs  who 
were  at  the  beginning  level  who  were  not,  quote,  bankable  yet,  all 
those  sorts  of  things.  As  an  aside,  we  even  wrote  in  that  the  lend- 
ers should  lobby  with  us  on  the  issues  of  low-income  housing  and 
homelessness.  And  they  do. 

We  don't  ask  outrageous  things.  We  ask  for  things  like  maintain- 
ing our  State  Housing  Trust  Fimd  and  things  that  everybody 
agrees  are  important.  As  I  said,  these  commitments  in  our  State 
total  about  $3  billion  over  a  10-year  period  and  we  are  one  group 
out  of  400  that  we  know  about  in  the  country. 

I  think  that  we  are  very  good  at  community  planning.  We  have 
lived  and  worked  in  these  communities  through  what  some  of  us 
think  have  been  the  worst  of  times.  We  are  eager  to  participate  in 
this  new  CRA,  but  in  order  for  us  to  make  thoughtful  comments 
to  participate  fully  in  this  new  process  to  be  able  to  help  the  lend- 
ers and  all  members  of  the  community  implement  this  new  CRA, 
we  are  going  to  need  the  resources  to  maintain  our  place  at  the 
table. 

I,  frankly,  today  don't  know  what  to  tell  you  is  the  best  way  to 
do  that,  but  I  will  think  on  it,  and  others  will,  because  what  we 
have  is  an  incredible  imbalance  of  resources.  The  banks  have  re- 
sources, and  I  don't  mean  just  that  they  have  money  to  lend,  but 
they  have  organizational,  institutional  resources.  The  regulators 
have  resources.  They  are  Federal  agencies.  With  the  nonprofit  com- 
munity and  the  community  at  large,  it  seems  that  the  smaller  you 
get  in  the  asset  world  in  the  community,  and  sometimes  that  is 
closest  to  the  streets,  closest  to  those  who  are  poorest,  the  fewer 
institutional  resources  you  have,  the  fewer  institutional  resources 
you  have.  So  now  we  have  to  address  that  imbalance  in  some  man- 
ner because,  otherwise,  you  will  lose  the  voices  that  might  make 
the  difference. 
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I  have  come  a  long  way  in  15  years  since  that  $20,000  house  was 
redhned,  but  mv  brothers  and  sisters  whose  ethnicity  is  different 
than  mine  or  whose  economic  opportunity  was  less  than  mine  and 
the  neighborhoods  in  which  they  live  have  not  been  so  fortunate. 

The  CRA  is  about  credit.  It  is  about  the  lifeblood  of  economic  op- 
portunity, but  it  is  also  about  justice,  fair  and  equal  access.  Individ- 
ually and  collectively,  justice  is  its  soul.  Thank  you. 

Chairman  Flake,  Thank  you  very  much.  I  thank  all  of  you.  I 
would  like  at  this  time  to  recognize  one  of  the  most  forthright  advo- 
cates in  the  country  who  I  am  pleased  to  have  share  with  us  on 
this  subcommittee  this  morning  who  will  begin  the  round  of  ques- 
tioning, Ms.  Maxine  Waters  from  California. 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman.  I  am  ex- 
tremely grateful  to  you  for  holding  this  hearing.  And  I  think  all  of 
the  members  of  Banking  Committee  ought  to  be  here. 

Chairman  Flake.  Well. 

Ms.  Waters.  We  are  going  to  have  to  make  some  decisions  in  the 
very  near  future,  and  I  think  we  need  to  know  what  the  adminis- 
tration is  attempting  to  do  with  its  reform  of  CRA.  Let  me  raise 
a  very  basic  question.  Should  CRA  be  reformed  by  way  of  regula- 
tion or  should  it  be  done  by  way  of  legislation? 

What  is  the  difference  and  why  is  it — why  is  it  important  to  do 
it  by  regulation  rather  than  by  a  place  in  law,  CRA  reform? 

Dr.  Thomas. 

Mr.  Thomas.  Yes.  I  understand  that  the  administration,  bankers, 
and  regulators  would  like  to  do  it  through  regulation.  I  under stsmd 
from  some  commimity  groups,  that  they  don't  want  to  go  the  legis- 
lation route.  I  cannot  speak  for  them,  but  I  understand  they  are 
afraid  that  they  may  lose  what  they  already  have.  However,  my 
concern  is  that  the  real  problem  is  with  the  regulators,  and  by  ask- 
ing them  to  do  the  reform,  there  is  just  going  to  be  more  problems. 

I  think  we  need  a  complementary  legislative  solution.  I  think  of 
all  the  regulators  now,  there  is  really  only  one  which  is  the  OCC 
that  really  believes  in  this.  And,  that  is  the  problem.  That  is  why 
I  think  we  need  a  complementary  legislative  solution  with  the 
regulators. 

Ms.  Waters.  Let  me  ask  Consumer  Federation,  some  of  us  who 
feel  strongly  about  reform  of  CRA  embracing  some  of  what  the  ad- 
ministration is  advocating  by  regulation  but  thinking  perhaps  we 
can  strengthen  it,  do  we  open  up  a  war  if  we  start  to  legislate? 

Mr.  Lewis.  I  think  Mr.  Thomas  does  express  a  view  mat  we  have 
shared  in  the  last  year  or  two  which  is  that  if  we  open  up  the  act, 
we  may  not  have  the  result  that  we  would  hope  for  at  the  inau- 
guration of  that  endeavor.  I  think,  like  you,  we  find  a  number  of 
aspects  of  this  proposal  troubling  and  are  hopeful  that  this  hearing, 
and  communication  from  this  subcommittee  and  other  Members  in 
the  Congress  to  the  regulators  that  forcefully  address  the  weak- 
nesses will  correct  the  inadequacies  of  the  proposed  rule.  Whether 
or  not  that  will  be  sufficient  to  make — to  render  the  act  as  an  effec- 
tive tool  in  delivering  credit  for  economic  development,  I  think  only 
time  will  tell. 

I  think  one  of  the  most  troubling  aspects  about  the  rule,  even  if 
it  were  all  perfect  and  fine,  is  that  we  are  not  going  to  know  its 
results  for  2  or  3  or  4  years.  There  is  an  awfully  long  transition 
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period  that  has  been  proposed.  The  real  results,  good  or  bad,  we 
are  not  going  to  know  for  another  two  or  three  Congresses. 

So  I  am  sympathetic  to  your  interest  in  making  certain  that 
things  are  done  right  and  done  right  now,  but  I  would  not  want  to 
leave  you  with  the  misimpression  that  we  are  somewhat  apprehen- 
sive about  what  the  product  of  a  political  process  might  be. 

Ms.  Waters.  Finally,  Mr.  Chairman,  let  me  just  ask  that,  given 
our  attempts  to  work  with  the  administration,  should  we  condition 
our  support  on  the  administration's  aggressive  approach  to  diversi- 
fying those  who  have  the  oversight  responsibility  and  the 
regulators? 

It  has  been  mentioned  here  I  think  twice  this  morning,  at  least 
two  or  three  times,  that  the  regulators  are  the  real  culprits  here 
and  certainly  some  diversity  in  that  population  may  go  a  long  way 
to  correcting  some  of  the  ills.  Do  you  think  that  is  a  good  thing  to 
condition  support,  too,  for  the  regulations  on  exchange  for  diversity 
and  oversight  and  regulating? 

Mr.  Mays.  Well,  back  to  vour  original  question,  you  know,  legis- 
lation versus  regulation,  I  think  we  get  to  the  same  point.  The  only 
thing  is,  the  lawyers  make  more  money  if  we  go  the  legislation 
route  because  we  have  to  define,  we  have  to  define  for  the  regu- 
lators what  we  actually  want  them  to  do.  We  can  legislate  what  we 
have  them  to  do  but  even  there,  an  error  is  negotiated  by  law  so, 
therefore,  we  make  money  for  the  law.  This  way,  at  least,  it  is  free 
if  it  is  regulated  and  nobody  makes  any  money. 

The  whole  issue  is,  we  must  get  diversity.  Somebody  said  the 
OCC  is  the — I  mean,  you  know,  he  is  perfectly  right  because  the 
FDIC  has  just  watched — ^has  been  a  graveyard  of  dying,  and  FDIC 
and  the  savings  and  loan  institutions  have  just  been  basically  a 
mortician  or  like  the  people  that  go  to  the  funeral,  you  know.  They 
have  been  going  to  funerals  so  long  that  they  don  t  know  what  is 
good  banking  practice  anymore. 

So  what  we  need  is  somebody  who  deals  with  not  going  to  the 
funeral  but  just  looking  back  and  going  to  a  revive  value.  I  mean, 
we  need  a  revival. 

Chairman  Flake.  Wait.  I  am  supposed  to  be  the  preacher  here. 

Ms.  Waters.  Well,  maybe,  Mr.  Chairman,  that  is  something  we 
can  take  a  look  at,  and  I  really  don't  know  what  we  are  talking 
about  in  terms  of  political  appointees  versus  civil  service  persons 
in  this  whole  area.  Maybe  it  is  something  to  take  a  look  at. 

Chairman  Flake.  I  think  the  whole  issue  becomes  a  top-down 
process.  I  mean,  I  think — I  certainly  hear  it  from  Mr.  Thomas  as 
he  talks  about  the  reluctance  of  the  Fed  in  particular  to  move  and 
anyone  looking  at  that  body  of  Governors  will  probably  see  the  rea- 
son for  it.  The  top  two  tiers  of  that  agency  are  persons  who  have 
a  long  history  of  being  there,  the  seniority  cycle  as  it  has  been 
given  to  me  seems  to  suggest  that  it  is  hard  for  new  people  to  get 
in  at  the  top  levels  because  the  ones  who  are  there  have  been  there 
and  they  are  not  moving. 

And  so  as  the  country  has  changed,  as  discussions  about  diver- 
sity and  affirmative  action  and  everything  else  has  gone  forward, 
the  reality  is  that  no  change  has  taken  place.  Maybe  you  can  cor- 
rect me  if  I  am  wrong.  I  think  that  is  the  impression  I  have  been 
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given  and  I  think  I  hear  it  coming  throiigh  your  testimony,  Dr. 
Thomas. 

Mr.  Thomas.  That  is  exactly  right,  Mr.  Chairman.  I  have  always 
believed  and  I  tell  my  students  that  discrimination  is  greatly  in  the 
eyes  of  the  beholder  and  someone  with  dark  skin  sees  more  dis- 
crimination than  someone  with  light  skin.  That  also  carries 
through  to  the  banks  themselves  where  we  have  not  so  much,  not 
purposeful,  but  really  what  we  would  call  subtle  discrimination.  If 
we  had  a  greater  diversity  in  the  lending  area,  that  would  make 
a  difference. 

Ms.  Waters.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Dawson.  Mr.  Chairman? 

Chairman  Flake.  Yes,  Mr.  Dawson. 

Mr.  Dawson.  I  think  Ms.  Waters,  you  raise  a  very  good  point.  Di- 
versity, I  think,  is  important  from  the  standpoint  of  regulators'  con- 
cern at  the  top,  particularly.  But  it  also  extends  to  the  institutions, 
bank  boards,  financial  institution  boards,  line  managers.  I  think  di- 
versity in  those  areas  is  important  from  the  standpoint  of  under- 
standing community  needs,  needs  of  individuals  within  the  commu- 
nities. I  think  it  is  a  broad  range  of  areas  where  diversity  is  very 
important. 

Going  back  to  your  original  question  concerning  regulation  as  op- 
posed to  changing  the  law,  there  are  some  good  points  in  CRA  as 
I  have  observed  since  1977,  and  there  are  in  my  opinion  certain 
regulatory  agencies  that  do  not  strongly  support  CRA  and,  of 
course,  the  industry  in  many  areas  that  has  fought  CRA  over  the 
years  I  think  opening  up  the  legislative  bag  of  worms  gives  oppor- 
tunities to  those  who  would  want  to  destroy  CRA. 

And  so  just  from  the  standpoint  of  the  regulatory  route,  I  feel  it 
is  better  to  make  improvements  in  CRA  without  the — without  the 
opportunity  for  those  who  would  destroy  it  to  come  into  the  picture. 
I  think  you  have  a  great  opportunity  from  the  standpoint  of  regu- 
latory change. 

Chairman  Flake.  You  say  that  in  spite  of  having  heard  this 
morning  that  CRA  is  the  most  hated  of  all  of  the  regulatory  re- 
quirements and  that  it  is  a  good  old  boy  network,  that  basically  the 
relationships  are  such  that  the  regulators  and  the  persons  in  the 
banks  who  have  that  responsibility  are  technically  in  bed  with  one 
another. 

You  still  believe  that  the  regulatory  process  makes  more  sense 
at  this  juncture  than  legislation? 

Mr.  Dawson.  Well,  based  on  the  possibility  and  probability  from 
a  legislative  standpoint  of  not  getting  what  you  want,  from  the 
standpoint  of  those  who  would — I  think  in  terms  of  passage  of  the 
legislation,  I  think  it  is  an  easier  political  route  from  the  stand- 
point of  regulatory  changes. 

Chairman  Flake.  There  is  a  sense,  if  you  open  it  up,  you  put  so 
much  baggage  on  it,  that  it  might  be  less  than  what  it  is. 

Mr.  Dawson.  Exactly. 

Chairman  Flake.  Ms.  Waters  and  I  both  had  legislation  and,  of 
course,  I  withdrew  mine.  I  think  hers  is  still  floating,  because  I 
think  both  of  us  have  the  same  objective  and  that  is  to  keep  a  ham- 
mer out  there  initially  before  I  finally  agreed  with  the  regulators 
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to  let  this  process  move  and  try  it.  But,  of  course,  that  does  not 
mean  that  the  debate  is  over. 

And  I  think  we  are  still  looking  for  the  best  means,  and  I  have 
heard  the  argument  you  are  making  and  I  guess  I  am  trying  to 
wait  and  see  what  happens  in  this  process,  but  I  think  there  is  a 
great  deal  of  impatience  simply  because  the  process  has  been  avail- 
able so  long,  the  CRA  process  since  1977,  and  the  results  have  been 
so  slow  that  no  one  knows  which  side  to  trust  the  most,  and  I  think 
that  is  ultimately  where  the  decisions  have  to  be  made. 

Yes,  Ms.  Howard.  I  will  come  back  to  you,  Chris. 

Ms.  Howard.  If  you  trade  diversity  for  going  the  regulatory 
route,  then  my  suggestion  is  to  look  at  not  just  what  maybe  you 
have  already  thought  about,  but  not  just  to  look  at  diversity  in  the 
regulators.  One  of  the  things  we  found  is  that  the  CRA  as  it  is 
doesn't  really  give  us  at  the  table  the  power  to  say  to  the  bank,  you 
must  give  us  a  plan  whereby  you  are  going  to  change  your  board 
of  trustees  from  all  white  men  to  being  reflective  of  the  community 
in  which  you  do  business,  whether  it  is  the  State  or  whatever. 

While  we  were  able  to  get  a  little  bit  of  affirmative  action  com- 
mitment, we  didn't  really  have  the  law  behind  us  to  get  that. 
Maybe  there  is  a  way  as  you  look  at  the  regulations,  the  proposed 
regulations,  in  looking  at  the  strategic  plan.  If  affirmative  action 
were  to  be  a  required  element,  that  part  of  the  strategic  plan  might 
have  to  be  how  the  bank  was  going  to  diversify  at  its  policy  level, 
because  it  is  not  just  the  line  manager,  it  is  also  the  policy  level 
of  the  bank  that  has  to  be  addressed. 

Chairman  Flake.  I  think  once  you  begin  to  try  to  mandate  that 
diversity,  you  run  into  a  problem  that  keeps  surfacing  right  now, 
even  as  it  relates  to  the  proposal  with  those  who  are  talking  about 
allocating  credit,  and  for  some,  that  means  quotas.  And  I  think  the 
problem  becomes,  anytime  you  begin  to  mandate  numbers  as  it  re- 
lates to  personnel  or  dollars  in  this  case,  then  you  open  up  that 
whole  other  possibility  because  that  word  around  here  is  a  red  flag 
that  sends  everybody  off. 

And  I  have  discovered  that  even  some  of  our  most  liberal  friends 
who  may  not  verbalize  it  within  their  hearts  seem  to  express  in 
their  own  way  when  it  comes  time  to  vote  that  they,  too,  are 
against  whatever  is  perceived  to  be  a  quota  and  that  is  a  difficult 
problem.  Chris. 

Mr.  Lewis.  Mr.  Chairman,  I  just  wanted  to  respond  very  quickly 
on  the  diversity  issue.  And  I  don't  know  that  I  would  pose  it  as  a 
tradeoff.  I  think  the  two  need  to  go  hand  in  hand  and  keep  an  open 
mind  about  the  legislative  options.  I  think  we  have — we  are  open 
to  that,  but  with  the  reservations  that  we  expressed. 

But  on  the  specific  issue  of  diversity,  I  think  it  is  important  with- 
in the  agencies  to  look  at  it  in  three  areas,  three  levels.  One  is  cer- 
tainly the  leadership  level,  and  we  have  political  appointments 
pending  at  the  Federal  Reserve  where  this  could  be  dealt  with.  And 
at  the  examiner  force  level  that  is  at  the  top  and  then  the  bottom 
we  have  the  examiners.  And  last  time  I  looked  at  OCC,  I  don't 
know  that  the  minority  examiner  force  at  the  OCC  was  even  in  the 
double  digits.  It  has  been  a  year  since  I  have  looked  at  that,  but 
the  subcommittee  might  want  to  get  that  data. 
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But  I  think  there  is  a  very  critical  area  in  between.  That  is,  with 
the  regional  directors  of  these  agencies  in  the  compliance  area. 
Those  are  the  folks  that  the  frontline  personnel  report  to,  and  I 
have  never  looked  at  data  there,  but  I  would  not  be  surprised  if  we 
found  very  few  folks  who  were  not  males  and  of  the  Caucasian 
race.  I  think  a  very  much  related  issue,  though,  to  diversity  has  to 
do  with  the  openness  and  the  degree  of  sunshine  within  the  agen- 
cies that  in  the  proposed  rules  concern  us  greatly;  that  is,  a  pro- 
posal in  the  area  for  rebuttable  presumption  that  in  a  sense  per- 
mits institutions  to  appeal  the  initial  judgments  of  the  examiners 
about  the  assigned  CRA  rating. 

I  think  we  all  have  concerns  about  whether  or  not  there  is  suffi- 
cient diversity  if  the  industry  is  going  to  be  able  to  make  appeals 
on  the  basis  of  an  examiner  core  that  is  not  fairly  representative 
of  the  Nation's  diversity  and  the  public,  a  more  diverse  public,  is 
not  going  to  have  similar  opportunities.  I  think  we  just  may  well 
perpetuate  some  of  the  problems  in  the  quality  of  the  integrity  of 
the  ratings  that  we  are  seeing  today. 

Ms.  Waters.  Mr.  Chairman,  if  I  may,  if  we  allow  for  the  exemp- 
tion as  we  understand  it  in  the  proposed  regs,  if  we  allow  for  those 
exemptions,  are  we  undermining  CRA  so  badly  that  it  really 
doesn't  make  a  lot  of  difference  if  we  get  this  so-called  reform  or 
not? 

Is  that  too  broad  a  definition  of  small  or — is  that  insignificant  or 
is  that  very  significant?  I  think  you  spoke  to  that,  Mr.  Dawson, 
didn't  you? 

Mr.  Dawson.  Yes,  I  did.  I  said  that  I  oppose  the  exemptions  for 
so-called  small  institutions.  I  think  the  threshold  was  $250  million 
or  less.  And  I  think  that  maybe  the  presumption  is  that  the  small 
institutions  are  located  in  rural  areas  or  in  areas  where  there  is 
not  a  great  impact  or  need  for  the  CRA,  but  I  think  the  statistics 
will  indicate  that  you  have  small  institutions  located  in  urban 
areas  and  rural  areas  where  there  is  a  great  need  for  CRA. 

And  I  think  this  is  just  a  bad  idea  based  on  principle  to  exempt 
an  institution  that  has  the  benefits  of  the  license  to  be  a  financial 
institution  and  the  benefits  of  financial  institutions  without  the  ob- 
ligations of  CRA.  And  I  think  that  the  CRA  should  be  an  obligation 
of  all  of  the — of  all  institutions.  I  don't  know  the  history  of  how 
those  exemptions  got  in  there,  but  as  I  read  it,  I  am  opposed  to  it. 

Chairman  Flake.  Are  there  others  who  have  an  opinion  on  that? 
I  think  I  heard  it  several  times  during  the  testimony. 

Mr.  Thomas.  Yes,  sir,  Mr,  Chairman.  I  have  worked  with  banks 
for  25  years  and  I  am  sensitive  to  their  complaint  about  regulatory 
burden  which  Mr.  Roth  had  mentioned  last  week  in  the  hearings. 
Yes,  there  is  a  regulatory  burden,  but  I  believe  that  primarily  has 
been  imposed  by  the  regulators  in  their  implementation  of  CRA, 
because  they  have  asked  for  the  wrong  thing  which  is  too  much 
documentation. 

Now  we  are  looking  at  what  they  should  look  at,  which  is  lend- 
ing. Yes,  there  is  a  concern  about  the  burden. 

The  other  thing  I  would  mention  on  that  is  if  CRA  was  properly 
regulated  and  enforced  the  way  it  should  be,  current  assessment 
factor  "K"  says  regulators  will  conduct  an  evaluation  based  upon  a 
bank's  size.  So  that  is  already  in  there.  I  am  against  this  proposed 
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exemption.  I  agree  with  Chris  about  the  biggest  CRA  problem 
banks.  My  research  shows  smaller  banks  do  have  a  smaller  propor- 
tion of  outstanding  ratings.  Those  are  the  ones  we  should  have  spe- 
cial examination  of,  not  an  exemption.  However,  I  realize  the  IBAA 
is  very  effective  and  must  be  commended  for  their  effectiveness. 

However,  I  would  argue,  if  you  are  going  to  have  a  streamlined 
test,  first  we  make  it  a  test.  What  this  is,  the  six-point  test,  it  is 
like  a  pop  quiz.  I  say  we  make  it  like  a  final  exam,  and  make  it 
a  12-point  test. 

Second  of  all,  we  give  a  'How  satisfactory"  public  rating  not  satis- 
factory, and  that  low  satisfactory  stays  unless  proven  otherwise. 
Third  of  all,  I  would  propose  to  move  the  exemption  cutoff  down  to- 
ward $100  million,  not  upward  to  $500  million  as  the  industry  has 
proposed. 

Cfhairman  Flake.  If  you  move  it  down  to  $100  million,  what  is 
your  estimate  of  how  many  institutions  are  then  impacted? 

Mr.  Thomas.  Probably  still  in  the  70,  75  percent  range  because 
most  of  them  are  under  $100  million  to  $150  million.  The  New 
York  State  proposal  was  $150  million,  but  if  it  is  a  real  tough,  a 
true  test,  then  I  wouldn't  have  a  problem  with  it.  Because,  yes, 
they  do  have  a  regulatory  burden.  But,  if  the  regulators  enforced 
the  law  right  and  took  account  of  the  bank  size  as  they  are  sup- 
posed to  under  the  existing  law,  then  that  shouldn't  really  be  a  con- 
cern. 

They  are  supposed  to,  under  current  assessment  factor  "K," 
evaluate  a  bank's  credit  performance  and  their  ability  to  serve  a 
community  based  on  the  bank's  size.  It  is  already  in  the  existing 
law,  and  that  is  why  I  think  the  problem  is  more  with  the  regu- 
lators and  how  they  have  done  it. 

Chairman  Flake.  OK.  Does  anyone — would  anyone  venture  to 
guess  how  the  new  CRA  regulatory  reform  will  impact,  actually 
generating  dollars  into  the  communities  as  opposed  to  what  is  cur- 
rently being  done? 

Mr.  Mays.  I  would  like  to — as  opposed  to  what  is  currently  being 
done,  what  is  currently  being  done  right  now  is  what  the  banks  are 
doing,  taking  a  few  blacks  and  browns  and  putting  them  in  a  de- 
partment called  CRA  and  giving  them  no  power  but  highlighting 
them  at  every  meeting  of  the  community.  And  now,  I  think, 
though,  they  will  actually  start  a  process  of*^  lending  or  can  start  a 
process  of  lending,  and  I  think  that  in  the  two  areas,  three  areas 
that  I  deal  with,  I  can  see  more  action  from  larger  banks  trying  to 
find  ways  to  lend.  But  it  is  almost  like  Ray  Charles  trying  to  find 
a  highway. 

They  have  got  good  intentions,  but  they  really  don't  know  how 
to  relate  to  the  community  because  the  community  itself  has  no 
basic  leadership  that  they  can  relate  to.  So  we  are  going  to  have 
a  hard  time,  like  we  have  to  train  the  examiners  to  deal  with  the 
community.  We  have  got  to  train  the  community  in  some  v/ays  to 
talk  to  the  banks  so  that,  you  know,  they  don't  just  keep  missing 
each  other. 

Ms.  Waters.  Well,  let  me  just  say  this,  we  have  an  example  in 
Los  Angeles  of  a  community  talking  with  the  banks  and  the  banks 
absolutely  not  wanting  to  listen,  banks — the  bank  came  to  the  com- 
munity and  said  we  have  good  news  for  you,  we  are  going  to  give 
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you  some  low-income  housing.  The  community  said,  we  have  got 
better  news  for  you,  we  have  decided  to  use  our  commercial  strip 
for  business  and  we  do  not  wish  you  to  put  low-income  housing  in. 

They  said,  oh,  no,  we  are  doing  a  great  thing,  we  are  going  to 
give  you  some  low-income  housing  and  we  have  said,  no,  but  you 
can  get  some  CRA  credits  by  supporting  us  in  what  we  would  like 
to  do.  We  have  a  community  here  with  fairly  decent  housing.  We 
have  some  income,  we  dont  have  any  services,  we  can't  go  out 
there  into  the  cleaners  and  the  bakery  and  the  flower  shop,  so  we 
really  need  you  to  put  some  assistance  into  this  business 
development. 

And  they  went  and  found  other  politicians  to  say  it  was  OK  for 
them  to  have  some  low-income  housing  because  they  absolutely  had 
decided  inside  the  bank  that  they  were  going  to  give  us  some  low- 
income  housing.  So  it  is  an  interesting  test,  and  the  community 
that  they  decided  to  do  it  in  is  my  community.  So  we  are  going  to 
have  a  battle  because,  you  are  right,  it  takes  so  long  to  educate  and 
it  takes  so  long  for  them  to  respect  community  negotiation. 

I  don't  know  what  to  do  about  any  of  that.  I  mean,  I  don't  know 
if  we  are  looking  at  something  beyond  what  we  have  to  deal  with 
right  now.  I  think  that  both  Congressman  Flake  and  I  are  some- 
what sympathetic  to  the  burden  of  the  paperwork,  as  I  think  most 
f>eople  are,  but  as  we  look  at  how  we  give  incentives,  how  we  re- 
ieve  paperwork  burdens,  and  so  forth,  we  want  something  in  ex- 
change for  it. 

We  want  respect  for  the  communities'  wishes  and  desires  and  an 
understanding  that  if  we  talk  about  a  different  mix  or  a  plan,  that 
we  want  that  to  be  respected.  And  so,  again,  it  is  all  very  trouble- 
some and  I  am  not  so  sure  how  to  accomplish  much  of  what  we 
need  to  do,  except  to  say  that  the  Banking  Committee  with  increas- 
ing members  such  as  Mr.  Flake  who  are  heading  subcommittees 
and  gaining  seniority  really  is  becoming  a  more  diverse  body.  And 
I  think  we  may  have  had  a  more  diverse  way  by  which  to  start 
dealing  with  these  institutions  above  and  beyond  what  has  been 
done  in  the  past. 

Chairman  Flake.  All  right.  We  have  about  5  minutes,  and  then 
I  will  give  each  of  you  an  opportunity,  if  you  wish,  to  speak  on  any 
specific  hot  button  issue  that  you  want  us  to  be  left  with.  As  we 
close  out,  I  will  just  go  straight  down  the  table  starting  with  you, 
Ken. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  Actually,  when  I  was  at 
the  meeting  this  week  with  the  CRA  coalition,  the  chairman  asked 
me  if  I  could  have  just  three  things,  what  would  they  be  in  one 
minute  or  less.  I  said,  first,  I  clearly  would  want  regulatory  consoli- 
dation. I  think  it  is  too  much  to  ask,  but  at  least 

Chairman  Flake.  Let  me  just  ask  this:  You  keep  saying  that  you 
think  that  the  process  has  emerged  as  it  relates  to  proposals  for 
regulatory  consolidation.  We  were  just  flailing  in  the  wind  and  that 
is  going  nowhere.  I  just  want  to  be  clear. 

Mr.  Thomas.  Mr.  Chairman,  I  have  an  article  coming  out  in  the 
American  Banker  in  a  few  weeks  where  I  argue  that  consolidation 
is  the  best  thing  to  have  as  it  is  in  the  public  interest.  But  because 
of  the  private  interests  of  bankers  who  want  this  "competition  of 
laxity"  and  stay  too  close  to  their  friendly  regulators  and  the  pri- 
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vate  interests  of  certain  regulators  like  the  Fed  who  want  to  pro- 
tect their  turf,  it  just  won*t  happen. 

Chairman  Flake.  OK  I  want  to  be  clear. 

Mr.  Thomas.  The  other  thing  I  would  mention  is,  clearly,  expan- 
sion of  CRA  to  nonbanks,  and  I  think  that  is  critical,  as  well  as 
endorsement  of  the  shared  branch  concept.  Also,  I  would  certainly 
like  somebody  to  take  a  look  at  this  Bank  of  New  England  appar- 
ent regulatory  favoritism  which  has  bothered  me  for  the  last  sev- 
eral years,  probably  more  than  anybody  else,  but  I  think  that  we 
need  to  look  at  what  really  happened  there. 

The  final  point  is  this  concept  of  "credit  allocation."  In  the  hear- 
ings last  week,  I  heard  every  banker  use  that  word.  I  heard  the 
Fed  use  it  and  I  think  if  the  Fed  realized  that  when  it  lends  money 
to  member  banks  at  the  below  market  discount  rate,  that  is  a  form 
of  credit  allocation. 

When  the  Fed  Governors  themselves  and  all  of  us  deduct  home 
mortgage  interest  from  our  tax,  that  is  a  form  of  credit  allocation. 
Any  form  of  tax  subsidy  or  government  effort  to  promote  credit  to 
socially  desirable  areas — whether  they  be  housing,  small  busi- 
nesses, or  agriculture — those  are  all  forms  of  credit  allocation.  But, 
when  it  comes  to  low-,  and  moderate-income  areas,  all  of  a  sudden 
we  hear  it  real  big  time,  and  that  bothers  me. 

And  I  think  if  the  Fed  realized  that  low-  and  moderate-income 
households  in  this  country  represent  40  percent  of  America,  40  per- 
cent of  America,  how  could  anyone  oppose  40  percent  of  America 
on  anything.  And  furthermore,  75  percent  of  low-  and  moderate- 
income  households  are  white.  We  are  talking  about  a  tremendous 
body  of  people,  but  that  credit  allocation  argument  is  like  I  said: 
Discrimination,  it  is  in  the  eyes  of  the  beholder. 

Chairman  Flake.  Thank  you.  All  right. 

Ms.  Howard.  Banking  in  the  past  has  been  a  matter  of  private 
relationships.  I  would  ask  for  public  disclosure  of  all  lending  in 
ways  that  ordinary  people  can  understand.  I  would  ask  for  a  public 
process  and  the  resources  to  support  the  participation  of  all  mem- 
bers, all  segments  of  community  in  that  process.  And  third,  with 
Dr.  Thomas,  expanding  CRA  to  nonbanks. 

Chairman  Flake.  OK  Chris. 

Mr.  Lewis.  Mr.  Chairman,  I  think  in  response  also  to  your  pre- 
vious question,  I  think  the  single  greatest  step  forward  in  the  pro- 
posed rule  is  the  disclosure  of  commercial  lending  activity,  and  we 
would  certainly  hope  that  the  subcommittee  would  consider  send- 
ing a  signal  to  that  effect.  And  as  I  mentioned  earlier,  we  think 
that  that  section  can  be  improved  significantly  by  requiring  that 
the  race  of  the  borrower  be  also  disclosed  for  commercial  borrowers. 
I  think  this  will  begin  to  get  to  some  of  the  concerns  that  Ms. 
Waters  has  experienced  in  dealing  with  banks  in  L.A. 

On  the  downside,  again,  we  want  to  hit  on  the  point  about  the 
nondirect  lending,  the  third-party  lending.  We  feel  that  that  is  a 
real  erosion  of  current  enforcement.  In  met,  a  recurrent  enforce- 
ment effort  is  that  this  will  move  institutions  further  and  further 
away  from  communities,  away  from  the  interaction  with  the  com- 
munity in  which  they  learn  about  credit  needs  and  they  learn 
strategies  jointly  and  mutually  with  other  parties  that  carry  out  ef- 
fective economic  development. 
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And  on  the  incentive  point,  we  have  gone  back  and  forth  for 
years,  and  I  think  there  needs  to  be  a  balance  between  a  carrot  and 
a  stick.  And  the  problem  here  is,  we  have  had  neither.  And  as  you 
know,  our  organization  has  focused  a  little  bit  more  on  what  the 
stick  side  of  the  ledger  should  be,  but  the  CRA  and  the  commu- 
nities that  depend  upon  CRA  have  been  stuck  on  a  treadmill  be- 
cause we  have  had  neither  carrot  nor  stick  in  play. 

Hopefully,  out  of  this  process,  we  will  have  a  little  bit  more  of 
a  stick.  And  I  think  that  if  we  did  we  would  have  more  integrity 
in  the  ratings  assigned  to  institutions.  To  institutions  that  do  per- 
form well  and  do  get  good  ratings — which  won't  be  discounted — 
that  becomes  a  real  carrot  to  institutions  in  the  sense  that  good 
ratings  have  a  marketing  value  to  that  institution. 

Chairman  Flake.  I  think  we  want  to  continue  those  dialogs.  As 
you  know,  my  approach  is  not — it  is  classified  as  carrot,  but  it  is 
more  about  moving  so  that  as  institutions,  as  entities,  as  nonprofits 
go,  they  are  not  marginalized.  And  the  only  reason  I  pushed  BEA 
so  vigilantly  is  because  as  a  developer  who  has  done  about  30  mil- 
lion dollars'  worth,  realizing  you  come  to  a  point  before  a  $35,000 
or  $30,000  loan  or  even  an  $80,000  loan  is  not  enough  and  at  that 
point,  you  cannot  go  even  to  the  network  of  other  nonprofits  to  gen- 
erate enough  funds  for  $3  million  loan  or  $10  million  loan,  which 
is  what  I  am  doing  right  now. 

So  that  my  concern  is  really  not  as  much  as  a  carrot  for  the 
banks  as  it  is  to  make  sure  that  unlike  what  we  did  in  model  cities, 
we  create  all  these  little  entities  and  then  the  day  comes  when  they 
cannot  grow  because  they  don't  have  access.  And,  you  know,  we 
have  had  the  dialog  and  we  will  keep  it  because  I  do  appreciate 
that,  of  the  kind  of  dialog  we  have  had  around  it. 

But  I  do  think  that  if  we  do  nothing  more  than  marginalize  again 
through  CRA  or  through  CDFI,  then  all  we  have  20  years  fi-om  now 
is  further  discussions  about  the  same  things.  And  I  am  kind  of  sick 
of  the  marginalization  of  programs  and  that  is  what  we  do  because 
what  we  do  is  we  put  the  nomenclature  on  top,  social. 

If  you  talk  investment,  period,  you  change  the  whole  attitude.  We 
haven't  dealt  with  changing  attitude  because  we  talk  about  invest- 
ment for  Russia,  for  Israel,  and  for  everybody  else.  But  when  we 
get  to  America  to  this  Third  World  nation  within  our  own  borders, 
we  say  social.  And  that  is  the  whole  problem  for  me,  and  we  will 
keep  working  through  that  process.  The  President  uses  my  term 
now  "Third  World  within  our  borders"  by  the  way. 

Mr.  Dawson.  Two  points.  I  would  like  to  restate  my  support  for 
the  Banking  Enterprise  Act  Amendment  of  1993.  I  think,  as  I  stat- 
ed, it  has  some  very  excellent  points,  has  great  potential  in  helping 
this  whole  picture  of  opportunities  for  community  development. 

Second,  I  am  continually  amazed  at  how  the  banking  industry 
views  CRA  and  how  some  institutions  view  CRA  as  good  business 
for  the  bank  and  for  the  community  and  some  institutions  view  it 
as  a  scourge  and  heavy  paperwork  and  government  intervention, 
and  it  is  the  same  requirement  for  all. 

And  the  reason  I  took  the  time  to  talk  about  NationsBank  is  be- 
cause my  impression  of  Hugh  McColl,  and  it  permeates  down,  and 
it  has  to  come  from  the  top,  the  CRA  is  good  business.  I  see  banks 
in  Atlanta  compete  with  one  another  to  provide  credit  enhancement 
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for  projects  within  the  community,  the  tax  exempt  bond  projects  or 
for  projects  that  have  tax  credits,  to  compete,  not  for  someone  to 
go  and  have  to  beg,  but  they  compete  for  good  business.  And  we 
have  to  get  that  point  out  to  those  institutions  that  don't  believe 
that  CRA  is  good  business  for  the  banks  because  it  is  and  can  be 
and  everybody  wins.  It  is  a  win-win  situation. 

Ms.  Waters.  Let  me  say,  too,  Mr.  Dawson,  that  Nations  does 
have  a  good  reputation  and  right  here  in  Washington  we  have  had 
the  very  pleasant  experience  of  working  with  the  yoimg  woman 
who  is  in  charge  of  outreach  and  working  and  I  do  believe  that  Na- 
tions is  doing  a  good  job.  So  as  a  director,  you  have  had  a  great 
influence  on  Nations,  I  am  sure,  and  we  appreciate  you  for  it. 

Chairman  Flake.  I  would  not  want  to  endorse  a  bank,  however. 
Your  chairman  has  made  it  very  clear  to  other  bankers,  we  had  a 
dinner  here  with  chairpersons  from  banks,  and  he  said,  if  you  don't 
want  to  do  CRA,  that  is  OK  with  me.  I  will  do  all  of  it.  And  I  will 
take  all  of  the  business  and  I  will  move  into  your  territory  and  take 
your  banks.  So,  I  mean,  that  kind  of  arrogance  I  appreciate  from 
a  chairman  of  a  bank,  at  least  to  the  degree  that  he  has  forcefully 
pushed  this  area. 

I  think  perhaps  if  there  is  a  model  of  all  the  banks  I  deal  with, 
I  think  Nations  has  been  one  of  the  best.  I  say  one  of  the  best  be- 
cause I  have  a  lot  of  money  still  in  banks  in  New  York,  of  course. 

Mr.  Mays,  we  will  close  with  you. 

Mr.  Mays.  If  you  are  going  to  do  it  real  short,  I  think  to  expand- 
ing CRA  to  nonbanks,  (c)(3)  bond  enhgin cements,  and  in  some  way 
eliminating  the  good  old  boy  system  that  exists  in  the  evaluation 
system. 

Chairman  Flake.  Can  you  tell  us,  Ms.  Waters  and  I  have  a  dif- 
ficulty in  trying  to  get  a  clear  understanding  of  what  you  are  call- 
ing (c)(3)  bonds.  I  have  been  in  nonprofit  development  for  a  lot  of 
years,  if  for  no  other  reason  than  to  know  that  it  is  a  tool  I  can 
use.  I  must  admit  some  ignorance  to  (c)(3)  bonds. 

Mr.  Mays.  Section  501(c)(3)  nonprofit  corporations 

Chairman  Flake.  I  know  what  that  is.  I  have  got  eight  of  them. 

Mr.  Mays.  Can  issue  $150  million  in  bonds.  I  call  those  bonds 
that  they  can  issue  (c)(3)  bonds. 

Chairman  Flake.  You  are  calling  these  (c)(3)  bonds.  OK. 

Mr.  Mays.  That  Bond  Program.  That  is  a  junk  bond  issue  or  a 
mortgage  bank — it  shouldn't  be  junk  bond  about  mortgages  backed 
bond  issue  for  a  nonprofit  501(c)(3)  corporation,  that  is  a  tax  ex- 
empt bond  or  tax  credit  bond,  too,  but  the  tax  credit  because  of  the 
mortgage  appreciation  makes  it  a  junk  bond  because  the  market  it- 
self is  not  as  conversant  with  mortgage  appreciation,  with  some 
help,  that  the  strengthening  of  that  bond,  it  strengthens  all  non- 
profit organizations. 

Ms.  Waters.  You  suggest  that  that  be  done  with  a  loan  guaran- 
tee from  the  bank? 

Mr.  Mays.  From  the  bank.  Because  it  is  not — even  it  is  a  money 
commitment.  It  demodularizes,  too,  because,  say,  a  lot  of  the  non- 
profit corporations,  the  winner,  the  more  profitable  of  the  nonprofit 
corporations  will  survive  and  grow,  and  those  that  deal  in  smaller 
projects  will  not  grow. 
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Chairman  Flake.  That  is  true.  I  had  said  that.  I  accept  that  I 
needed  a  more  firm,  definitive  beginnings  of  it.  Maybe  you  can  con- 
tact your  constituent,  Mr.  Milkin,  who  is  teaching  at  USC. 

Ms.  Waters.  The  last  time  we  looked  at  junk  bonds,  were  doing 
quite  well. 

Chairman  Flake.  Thank  you  all  for  coming.  Thank  you  for  your 
testimony.  I  think  this  has  been  very  good  and  very  helpful. 

[Whereupon,  at  12:12  p.m.,  the  hearing  was  adjourned.] 
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Good  Morning.  I  would  like  to  welcome  our  witnesses  and  to  thank  them  for  their 
prepared  statements.  Today's  hearing  is  very  important  in  that  it  provides  the  first 
opportunity  for  the  regulators  to  discuss  and  answer  questions  regarding  their  joint 
interagency  proposal  to  improve  the  effectiveness  of  the  Community  Reinvestment  Act. 
We  are  all  very  aware  that  this  reform  is  a  high  priority  of  the  Clinton  Administration  in 
its  effort  to  achieve  economic  renewal  of  low  and  moderate  income  urban  and  rural 
communities.  And  it  is  particularly  important  to  me  as  one  of  the  primary  sponsors  of 
the  Bank  Enterprise  Act,  that  we  do  all  we  can  to  improve  and  increase  lending 
opportunities  to  the  residents  of  our  nation's  low  and  moderate  income  communities. 


Current  CRA  requires  the  Federal  Reserve  Board,  the  Office  of  the  Comptroller 
of  the  Currency,  the  Federal  Deposit  Insurance  Corporation,  and  the  Office  of  Thrift 
Supervision  to  implement  rules  which  obligate  federally  chartered  and  insiu-ed  banks  and 
thrifts  to  meet  the  credit  needs  of  the  communities  which  thev  serve  consistent  with  safe 
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and  sound  institution  operation.  The  regulatory  overhaul  of  CRA  is  intended  to  replace 
current  process-based  assessment  factors  created  in  1989  with  a  new  evaluation  system  that 
would  measure  institutions'  actual  performance  in  meeting  community  credit  needs. 
Regulatory  CRA  reform  is  intended  to  complement  the  legislation  which  would  fund 
community  development  financial  institutions  and  create  other  incentives  for  community 
reinvestment. 

The  regulatory  objectives  of  the  new  proposal  are  to  change  CRA's  focus  "to 
emphasize  performance  rather  than  process,  to  promote  consistency  in  assessments,  to 
permit  more  effective  enforcement  against  institutions  with  poor  performance,  and  to 
reduce  unnecessary  compliance  burden  while  stimulating  improved  performance."  This 
results-oriented  approach  would  incorporate  three  performance-based  tests  to  assess  an 
institution's  CRA  compliance  which  would  be  evaluated  based  on  their  lending,  services 
and  investments. 

This  series  of  hearings  is  intended  to  focus  the  attention  of  this  country  on  the  need 
for  economic  renewal  of  underserved  communities  —  the  third  world  nation  within  our 
borders  —  a  recurring  theme  of  my  congressional  platform.  My  concern  in  the  CRA 
debate  is  reflected  in  Question  7  of  the  proposal,  "does  the  regulation  strike  an  appropriate 
balance  between  the  need  of  institutions  for  certainty  in  the  evaluation  system  and  the  need 
for  the  flexibility  to  reflect  individual  institutions'  service  capabilities  and  the  credit  needs 
of  particular  locales?"  I  urge  all  affected  parties  to  comment  on  all  aspects  of  CRA 
reform,  not  just  elements  which  impact  their  individual  operations.  In  allowing  federal 
agencies  two  years  to  reform  CRA  by  regulation,  we  in  Congress  will  be  deferring  to  both 
the  will  and  wisdom  of  our  federal  regulators. 

With  that,  I  would  like  to  welcome  Mr.  Eugene  Ludwig,  Comptroller  of  the 
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Currency;  Mr.  Jonathan  Feichter,  Acting  Director,  Office  of  Thrift  Supervision;  Mr. 
Larry  Llndsey,  Governor,  Board  of  Governors,  the  Federal  Reserve  System;  and  Mr. 
Andrew  Hove,  Jr.,  Acting  Chairman,  Federal  Deposit  Insurance  Corporation. 
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Good  morning,  Mr.  Chairman  and  Members  of  the  Subcommittee. 
On  behalf  of  the  Federal  Deposit  Insurance  Corporation  ("FDIC"), 
I  welcome  this  opportunity  to  testify  on  the  interagency 
objectives  and  proposal  for  implementation  of  President  Clinton's 
request  to  reform  the  Community  Reinvestment  Act  ("CRA") 
regulations.   I  also  will  update  the  Subcommittee  on  several  fair 
*  lending  initiatives  undertaken  by  the  FDIC. 

I.   Interagency  Objectives  for  CRA  Reform 

In  July  1993,  President  Clinton  requested  that  the  Federal 
Deposit  Insurance  Corporation,  the  Federal  Reserve  Board  of 
Governors,  the  Office  of  the  Comptroller  of  the  Currency  and  the 
Office  of  Thrift  Supervision  ("agencies") ,  after  consultation 
with  financial  institutions,  community  organizations  and  others 
throughout  the  country,  undertake  sweeping  reform  of  the  CRA 
regulations. 

This  reform  effort  has  involved  a  more  comprehensive  process 
than  undertaken  for  the  implementation  of  most  financial 
institution  regulations.   First,  the  agencies  held  public 
hearings  at  seven  locations  across  the  country  during  August  and 
September  of  last  year.   We  heard  testimony  from  over  250 
witnesses,  with  nearly  50  others  submitting  written  testimony. 
Next,  these  comments  were  synthesized  and  many  are  reflected  in 
the  proposed  rule  which  was  published  in  the  Federal  Register  on 
December  21,  1993. 
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The  proposed  rule  currently  is  subject  to  a  comment  period 
which  the  agencies  have  agreed  to  extend  to  March  24.   We 
recognize  the  importance  of  CRA  and  plan  to  take  whatever  time  is 
needed  to  carefully  evaluate  the  comments  and  refine  the  proposal 
appropriately.   In  order  to  ensure  maximum  comment,  the  FDIC  has 
mailed  the  proposal  to  all  financial  institutions  supervised  by 
the  FDIC,  approximately  7,300,  and  to  over  1,000  community 
organizations  and  coalition  groups  nationwide,  asking  for  their 
comments.   FDIC  staff  have  vigorously  encouraged  individuals  to 
provide  comment  at  recent  community  development  conferences  and 
seminars  with  bankers  and  consumer  groups  in  Massachusetts, 
Illinois,  Missouri,  California,  Puerto  Rico  and  the  District  of 
Columbia  and  will  do  so  elsewhere.   We  recommend  that  interested 
parties  comment  on  what  they  like  in  the  proposal,  as  well  as 
what  they  do  not  like.   We  ask  for  alternative  recommendations 
and  advise  that  they  may  comment  on  the  entire  proposal  or  only 
on  what  is  of  concern  to  them. 

The  interagency  objective  is  to  develop  new  CRA  performance 
evaluation  and  examination  guidelines  that,  in  the  President's 
words,  will  "replace  paperwork  and  uncertainty  with  performance, 
clarity  and  objectivity."   The  proposed  guidelines  also  emphasize 
the  formation  of  working  partnerships  to  promote  safe,  sound  and 
fair  lending  across  all  communities,  including  low-  and  moderate- 
income  neighborhoods  in  need  of  economic  development.   I  would 
like  to  take  this  opportunity  to  recognize  Comptroller  Ludwig's 


100 


3 

leadership  in  this  effort  to  accomplish  a  very  difficult  job  — 
to  develop  a  new  approach  to  CRA  regulations  that  balances 
disparate  views  and  sometimes  competing  interests. 

Before  discussing  some  of  the  components  of  the  proposed  CRA 
regulation,  I  would  like  to  make  some  general  observations  about 
from  where  we  have  come  and  where  we  are  going. 

In  our  efforts  to  reform  the  CRA  regulation,  we  have 
listened  to  numerous  individuals  representing  community 
organizations  and  insured  institutions.   I  think  there  is  general 
agreement  that  we  can  improve  upon  the  way  we  implement  the  CRA. 
Banks  and  thrifts  are  not  happy  with  the  current  regulations 
because  they  focus  too  much  on  process  and  documentation.   Many 
bankers  complain  that  CRA  regulations,  together  with  other 
regulatory  burdens,  leave  them  little  time  to  do  the  very  thing 
the  CRA  is  meant  to  encourage  them  to  do  —  make  loans. 
Individuals  and  community  organizations  feel  that  more  emphasis 
needs  to  be  placed  on  results  and  that  we  need  more  data  to 
confirm  that  institutions  are  producing  those  results. 

Although  there  are  differing  opinions  on  what  needs  to  be 
done,  most  of  the  witnesses  at  the  public  hearings,  including  the 
regulators,  agreed  that  in  the  past  we  have  focused  too  much  on 
the  process.   The  banking  agencies  over  the  past  few  years  have 
attempted  to  address  this  complaint  by  issuing  guidelines  to 
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examiners  and  institutions  which  clarify  requirements,  downplay 
paperwork  requirements,  and  focus  attention  on  meeting  the  intent 
of  CRA  —  making  credit  available  to  all  communities. 
Nevertheless,  in  our  meetings  across  the  country  there  was  a 
common  message  that  enough  attention  was  still  not  being  placed 
on  whether  loans  were  being  made  and  services  were  being 
provided. 

Thus,  the  proposed  CRA  regulation  issued  by  the  banking 
agencies  would  change  our  regulatory  focus  from  process  to 
results.   Institutions  will  be  evaluated  based  on  their 
performance  in  the  areas  of  lending,  investment  and  the  provision 
of  services.   Small  banks  will  have  a  streamlined  examination 
process  but,  here  too,  the  focus  will  be  on  results.   Clearly, 
the  direction  we  are  going  is  to  place  greater  weight  on  what 
banks  and  thrifts  actually  do  and  less  weight  on  showing  us  the 
efforts  they  have  made. 

I  think  this  direction  is  good.   However,  I  would  like  to 
add  a  cautionary  note.   In  changing  our  focus  to  results,  greater 
emphasis  will  be  placed  on  formulas,  ratios  and  other  standards 
to  compare  the  performance  of  insured  institutions.   These 
measures  may  provide  fair  comparisons  for  many  institutions. 
However,  I  doubt  that  we  could  write  a  formula  to  evaluate  CRA 
performance  that  would  be  fair  to  all  institutions  or  the 
communities  they  serve  one  hundred  percent  of  the  time.   The 
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needs  of  communities  differ  and  the  business  environments  and 
markets  confronting  banks  and  thrifts  differ  as  well.  A  formula 
or  standard  may  produce  the  desired  results  in  many  cases.   In 
other  instances,  the  same  formula  may  allow  institutions  to 
receive  outstanding  ratings  while  legitimate  credit  needs  in  low- 
income  neighborhoods  may  not  be  met.   In  still  other  instances, 
the  formula  may  weaken  lending  standards.   Formulas  or  ratios 
applied  across  the  board  without  regard  to  the  uniqueness  of 
communities  and  markets  may  result  in  standards  that  are  unfair 
to  many  communities  and  institutions.  We  believe  the  proposed 
regulation  will  allow  examiners  to  make  exceptions  where  the 
performance  measures  do  not  make  adequate  allowance  for  unique 
circumstances.   We  will  be  most  interested  in  the  comments  we 
receive  on  whether  the  proposal  strikes  the  appropriate  balance. 

The  proposed  regulation  also  provides  institutions  the 
alternative  of  submitting  a  strategic  plan,  detailing  how  it 
proposes  to  meet  its  CRA  obligation.   Community  groups  and  others 
would  be  allowed  to  review  the  plan  and  provide  the  banking  and 
thrift  agencies  with  comments  prior  to  agency  approval.   This 
aspect  of  the  proposal  should  ultimately  encourage  more 
communication  between  banks  and  thrifts  and  their  communities. 

When  community  organizations  work  together  with  businesses, 
such  as  banks  and  thrifts,  much  can  be  accomplished.   I  have 
witnessed  this  first  hand  on  a  tour  led  by  Chairman  Flake  through 
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the  Jamaica  neighborhood  of  Queens,  New  York,  during  one  of  our 
public  hearings  last  year.   I  was  told  that  during  the  1970s  the 
Jamaica  community  and  its  commercial  life  had  deteriorated. 
However,  beginning  in  the  early  1980s,  there  has  been  a 
remarkable  resurgence  in  this  Queens  community.   This  resurgence 
is  due  to  the  many  cooperative  efforts  of  community  groups, 
businesses  and  government,  pulling  together  to  revitalize  the 
community.   I  suspect  that  it  is  these  cooperative  efforts  that 
are  most  productive  in  revitalizing  depressed  communities.   I  am 
hopeful  that  the  strategic  plan  alternative  under  the  new  CRA 
proposal  will  encourage  more  of  these  efforts. 

I  would  like  to  turn  now  to  some  more  specific  issues  on 
which  we  feel  comment  is  particularly  important  in  implementing 
community  lending  standards,  including  lending  standards  for  low- 
and  moderate-income  areas. 

II.   Components  of  the  Rulemaking  and  the  Process  of  Achieving 
Balance 

Banking  institutions,  with  the  benefit  of  Federal  deposit 
insurance,  perform  a  vital  role  in  the  communities  in  which  they 
operate,  serving  the  needs  of  both  depositors  and  borrowers. 
Bank  lending  in  particular  plays  an  essential  role  in  the 
economic  viability  of  local  economies.   Access  to  credit  enables 
new  businesses  to  start  and  existing  firms  to  expand,  to  create 
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jobs,  to  provide  services  to  the  community,  and  to  build  homes. 
Access  to  credit  permits  individual  borrowers  to  buy  those  homes, 
to  finance  their  children's  educations  and  to  provide  for  the 
basic  necessities.   CRA  is  intended  to  ensure  that  banking 
institutions  serve  the  needs  of  all  communities  and  that  all 
businesses  and  individuals  receive  the  consideration  of  their 
credit  applications  no  matter  where  they  work  or  live. 

As  I  emphasized  earlier,  the  objectives  of  the  regulatory 
agencies  in  this  CRA  reform  effort,  are  to  devise  clearer  CRA 
regulations  that  focus  more  on  results  and  provide  more  certainty 
as  to  what  is  expected  of  banks.   The  proposed  regulation 
attempts  to  measure  the  contribution  of  banking  institutions  to 
the  community  in  several  ways.   The  "investment  test"  and  the 
"service"  test  components  of  the  proposed  regulation  attempt  to 
capture  some  key  aspects  of  that  relationship.   But  it  is  the 
credit  needs  of  the  community  that  is  at  the  heart  of  CRA,  and 
the  "lending  test"  is  designed  to  gauge  the  lending  activity  of 
banking  institutions.   The  "lending  test"  in  the  proposed 
regulation  seeks  to  develop  clearer  CRA  standards  to  provide  more 
certainty  without  sacrificing  the  standards  of  safety  and 
soundness. 

In  particular,  because  of  the  importance  of  the  lending 
test,  the  FDIC  is  interested  in  comments  addressing  the  following 
key  issues  that  are  raised  by  the  proposal: 
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First,  the  proposed  regulation  would  require  banks  and 
thrifts  to  collect  additional  loan  data.   In  addition  to  existing 
reporting  requirements  (such  as  the  Home  Mortgage  Disclosure 
Act) ,  institutions  with  more  than  $250  million  in  assets  would  be 
required  to  collect  and  report  information  on  the  geographic 
distribution  of  certain  consumer  loans,  small  business  loans  and 
small  farm  loans.   Data  on  applications  and  their  disposition 
would  be  reported  by  census  tract.   We  hope  to  obtain  information 
on  the  costs  to  banks  that  such  reporting  would  entail. 

We  also  are  evaluating  various  methods  of,  and  costs 
associated  with,  establishing  a  centralized  facility  to  collect 
and  process  the  data  reported  by  institutions  on  their  markets 
and  lending  by  census  tract.   We  would  be  interested  in  hearing 
comments  from  institutions  on  the  most  timely  and  efficient 
method  of  disseminating  the  data  to  them. 

In  addition  to  these  data  collection  issues,  we  particularly 
welcome  comments  on  two  specific  components  of  the  proposed 
lending  test.   The  regulation  would  evaluate  a  large 
institution's  CRA  performance  based  on  its  market  share  (its 
reportable  loans  in  low-  and  moderate- income  areas  relative  to 
its  reportable  loans  in  other  areas) ,  but  it  would  exclude  small 
depository  institutions  and  other  nondepository  lenders  from  the 
calculation.   Moreover,  performance  based  on  market  share  — 
however  measured  —  will  be  influenced  by  actions  of  competitors 
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that  are  beyond  a  depository  institution's  control.   We  seek 
comment  on  how  to  best  define  market  share  and  how  to  avoid  any 
pitfalls  that  might  be  encountered  in  implementing  it  as  a 
standard  for  an  institution's  efforts  to  meet  unmet  credit  needs, 
particularly  in  low-  and  moderate- income  communities. 

Additionally,  we  seek  comment  as  to  whether  the  level  of 
loans  in  low-  and  moderate- income  areas  should  be  further  defined 
by  numerical  levels  —  similar  to  the  proposed  60  percent  loan- 
to-deposit  test  for  small  banks.   If  so,  how  should  they  be 
determined  so  as  to  best  target  the  unmet  credit  needs?   If  these 
requirements  are  left  to  examiners,  what  factors  should  be 
considered  in  determining  them? 

Another  significant  component  of  the  proposal  which  is 
particularly  important  to  the  FDIC  is  the  provision  allowing 
small  banks  the  option  of  a  streamlined  assessment  method.   Small 
institutions  generally  are  defined  in  the  proposal  as  having 
total  assets  of  less  than  $250  million.   As  the  regulatory  agency 
responsible  for  supervising  approximately  65  percent  of  the 
institutions  with  under  $250  million  in  total  assets,  the  FDIC 
would  like  to  make  clear  that  the  proposed  streamlined  assessment 
method  for  small  institutions  does  not  constitute  an  exemption 
for  small  institutions.   Many  small  institutions  and  their 
representatives  have  urged  that  the  agencies  exempt  small 
institutions  from  CRA  assessments.   As  stated  in  the  proposal. 
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the  agencies  do  not  believe  that  an  exemption  is  permitted  by  the 
statute.   Furthermore,  we  believe  that  an  exemption  would  be 
unwise  because  it  may  result  in  the  neglect  of  credit  needs  of 
some  communities  that  are  served  by  small  institutions. 

Under  the  streamlined  method  for  small  institutions  as 
proposed,  examinations  would  not  become  mere  formalities  or 
simple  reviews  in  which  examiners  quickly  determine  whether  the 
institutions  have  met  the  items  on  a  checklist.   Examination 
guidelines  would  attempt  to  determine  if  an  institution  has  a 
reasonable  loan-to-deposit  ratio,  makes  the  majority  of  its  loans 
locally,  makes  a  variety  of  loans  and  lends  across  income  levels, 
and  whether  or  not  it  engages  in  a  pattern  or  practice  of 
discrimination.   In  addition,  if  the  institution  is  required  to 
report  loans  under  the  HMDA,  the  institution  would  be  required  to 
have  a  reasonable  geographic  distribution  of  reported  loans.   We 
seek  comment  on  the  need  to  determine  objective  standards, 
numerical  or  otherwise,  for  "reasonable"  loan-to-deposit  ratios 
and  "reasonable"  geographic  distributions,  that  will  also  allow 
us  the  flexibility  to  take  into  account  differences  among  the 
size  and  capabilities  of  institutions  and  the  varying  needs  of 
communities. 

In  addition  to  its  lending  record,  a  small  institution  will 
be  able  to  decide  whether  the  regulatory  agency  considers  the 
institution's  record  of  making  qualified  investmen-^-s  and  its 
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provision  of  branches  and  other  services  to  low-  and  moderate- 
income  persons  in  its  service  area.   A  regulatory  agency  could 
raise  the  institution's  rating  if  there  is  strong  performance  in 
these  areas. 

Finally,  there  are  a  number  of  other  provisions  in  the 
proposal  that  should  help  focus  the  evaluation  on  performance. 
These  include  the  concept  of  a  service  area  delineation,  a  more 
thorough  consideration  of  indirect  lending,  giving  more  weight  to 
innovative  loan  products  an  institution  may  offer,  public 
disclosure  of  the  examination  schedule  to  encourage  public 
comment  and  the  presence  of  additional  review  procedures  by 
lenders  for  denied  loans.   We  seek  comment  on  the  effectiveness 
of  these  provisions  in  meeting  our  objectives. 

In  short,  we  are  looking  forward  to  input  from  all 
interested  parties  on  how  to  best  implement  a  more  performance- 
based  CRA  regulation.   Our  goal  is  to  ensure  that  every 
creditworthy  borrower  is  given  equal  access  to  the  lending 
resources  of  banks  and  thrifts.   We  want  to  do  so  in  as  effective 
and  efficient  manner  as  possible.   We  are  giving  careful  thought 
to  any  new  regulation.   Thus,  we  welcome  any  suggestions  on  our 
approach  or  on  alternative  approaches  that  should  be  considered. 
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III.   The  FDIC's  Fair  Lending  Initiatives 

Since  1990,  the  FDIC  has  undertaken  a  series  of  important 
initiatives  to  improve  fair  lending  supervision.   These  include 
the  formation  of  a  separate  Compliance  Examination  Program  within 
our  Division  of  Supervision  and  a  Community  Affairs  Program 
within  our  Office  of  Consumer  Affairs.   In  recent  months,  we  have 
evaluated  organizational  structure,  policies  and  procedures 
impacting  fair  lending  supervision;  taken  a  new  look  at 
examination  procedures  and  other  tools  to  detect  and  prevent 
illegal  discrimination;  and  improved  administration  of  the 
consumer  complaint  process.   We  have  developed  recommendations  to 
improve  fair  lending  and  community  reinvestment  performance 
through  both  examiner  training  and  increased  communication  with 
financial  institutions,  community  organizations  and  other 
agencies. 

Let  me  briefly  touch  on  some  of  the  most  recent  initiatives: 

•  An  Assistant  Regional  Director  in  each  of  our  eight  regions  of 
the  Division  of  Supervision  will  be  dedicated  solely  to  the 
management  of  the  compliance  and  fair  lending  function.   Until 
now.  Assistant  Regional  Directors  who  oversaw  this  function  had 
other  responsibilities  in  addition  to  managing  this  function. 
There  are  now  approximately  300  compliance  examiner  positions  at 
the  FDIC  compared  with  150  when  the  Compliance  Examination 
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Program  was  implemented  in  early  1991.   More  will  be  added  as 
necessary.   Each  region  also  maintains  a  separate  Compliance 
Examination  Review  staff  with  specific  responsibility  for  the 
compliance  and  fair  lending  examination  function. 

•  The  FDIC's  Fair  Housing  Examination  Procedures  were 
significantly  revised  last  year.   The  extensive  use  of  HMDA  data 
and  a  comprehensive  review  of  loan  files  and  loan  policies  are 
incorporated  in  the  procedures  to  help  detect  evidence  of  illegal 
discrimination . 

•  The  FDIC  is  undertaking  increased  use  of  targeted  fair  lending 
examinations.   Last  month  we  began  a  HMDA  Disparities 
Investigation  Project  to  review  racial  and  ethnic  disparities  in 
denial  and  application  rates  reported  by  FDIC-supervised 
institutions  nationwide  for  the  1992  calendar  year.  This  special 
targeted  effort  involves  highly  experienced  senior  staff  from  the 
Division  of  Supervision  and  the  Office  of  Consumer  Affairs. 
Extensive  review  procedures  have  been  set  out  to  ensure  that  all 
institutions  with  high  disparity  rates  for  minorities  will 
undergo  a  review  to  discover  the  reasons  for  the  disparities  and 
identify  those  institutions  exhibiting  possible  discriminatory 
behavior. 

•  Improved  examination  tools  are  now  available  to  examiners. 
For  example,  HMDA  Analysis  Reports  customized  for  each 
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institution  and  specific  geographic  areas  are  being  provided  for 
regional  and  field  office  use.   HMDA  Examination  Tables 
summarizing  an  institution's  reported  data  and  designed  to  assist 
examiners  in  studying  the  data  were  recently  installed  on  easily 
accessible  computer  networks  in  each  region.   Complete  1992  HMDA 
Disclosure  Reports  for  all  reporting  institutions  will  soon  be 
available  on  CD  ROM  to  examiners.  Census  Tract  Maps  and  CD  ROMs 
with  census  tract  level  demographic  data  have  been  purchased  from 
the  Bureau  of  the  Census  to  assist  examiners  in  forming  judgments 
on  an  institution's  lending  patterns  across  racial,  ethnic  and 
economic  areas  in  each  locality,  other  related  products  have  been 
developed  including  a  series  of  Wide  Area  Census  Tract  Profiles. 

•  The  Office  of  Consumer  Affairs  has  expanded  the  Community 
Affairs  staff  in  each  region  to  include  a  Fair  Lending 
Specialist.   Fair  Lending  Specialists  assist  the  Community 
Affairs  Officers  in  each  region  in  acting  as  a  liaison  between 
community  groups,  lenders  and  the  FDIC  on  the  fair  lending 
process.  The  Fair  Lending  Specialists  are  also  a  resource  for 
compliance  examiners  on  matters  concerning  HMDA  data  analysis, 
lending  discrimination  and  community  development.   We  have  also 
added  a  fair  lending  specialist  to  the  Washington  staff  of  the 
Office  of  Consumer  Affairs. 
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•  Fair  Lending  Testing  Guidelines  have  been  developed  and  are 
under  review  for  release  next  month.   The  guidelines  are  intended 
to  be  a  self-help  guide  for  financial  institutions  on  how  to 
improve  fair  lending  performance  and  self-test  for  illegal 
discrimination  and  disparate  treatment  in  the  loan  application 
process.   We  remain  concerned,  however,  that  institutions' 
willingness  to  share  the  results  of  their  self-testing  programs 
with  their  regulators,  or  to  self-test  at  all,  may  be  undermined 
by  the  current  requirement  that  the  regulators  refer  all  pattern 
and  practice  violations  to  the  Justice  Department.   Congress  may 
want  to  consider  an  amendment  to  permit  some  discretion  in 
referrals  to  the  Justice  Department  where  the  regulators  have 
determined  that  appropriate  corrective  measures  have  been  taken. 

•  The  Consumer  Complaint  and  Inquiry  System,  an  automated  system 
for  tracking  the  number  and  nature  of  complaints  and  inquiries, 
has  been  revised  to  provide  more  complete  timely  information  on 
the  nature  of  consumer  complaints  and  inquiries  so  that  we  are 
better  able  to  monitor  them  for  timely  response  and  potential 
problems. 

•  FDIC  Fair  Lending  Roundtables  will  be  convened  by  the  Office  of 
Consumer  Affairs  and  the  Division  of  Supervision  in  communities 
throughout  each  of  our  eight  regions  on  a  periodic  basis. 
Roundtable  meetings  will  bring  together  a  variety  of 
representatives  from  financial  institutions  and  community 
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organizations  with  specific  knowledge  of  fair  lending  and 
community  development  issues  to  establish  a  dialogue  with  our 
examination  staff,  identify  barriers  to  fair  lending  and  discuss 
ways  to  overcome  them. 

•  Interagency  meetings  have  begvin  with  the  Department  of  Housing 
and  Urban  Development  with  regard  to  the  processing  of 

Fair  Housing  Complaints  and  other  notices  of  Fair  Housing  Act 
violations. 

•  Finally,  the  FDIC  has  conducted  Multicultural  Awareness  and 
Sensitivity  training  over  the  past  12  months  for  staff  of  several 
of  its  Offices  and  Divisions  including  senior  management  levels 
and  examination  staff.  The  experience  increases  sensitivity  to 
stereotyping  and  resultant  discrimination  of  all  types.   We  have 
recommended  it  to  lenders  to  help  identify  possible 
discriminatory  practices. 

IV.   Conclusion 

In  conclusion,  the  FDIC  believes  that  strong  fair  lending 
actions  by  the  banking  industry,  supervision  by  its  regulators 
and  partnership  efforts  with  community  groups  and  individuals  are 
critically  important  to  making  the  Community  Reinvestment  Act 
work.   We  look  forward  during  the  public  comment  period  to 
receiving  comments  that  will  assist  in  developing  regulations 
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that  in  the  President's  words,  "increase  investment  in 
communities  that  need  it,  while  simultaneously  streamlining  and 
clarifying  the  regulatory  process."   Likewise,  we  are  mindful  of 
our  responsibility  to  promote  safe  and  sound  banking,  and  of  the 
recognition  in  the  Community  Reinvestment  Act  that  banks  have  an 
obligation  to  help  meet  the  credit  needs  of  their  entire 
communities,  including  low-  and  moderate- income  communities.   He 
believe  that  these  goals  are  both  attainable. 
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Mr.  Chairman,  and  members  of  the  Subcommittee,  I  welcome  this  opportunity  to 
discuss  the  efforts  of  the  Office  of  the  Comptroller  of  the  Currency--in  cooperation  with  the 
Office  of  Thrift  Supervision,  the  Federal  Deposit  Insurance  Corporation,  and  the  Board  of 
Governors  of  the  Federal  Reserve  System-to  change  fundamentally  how  we  evaluate  the 
performance  of  banks  and  thrifts  under  the  Community  Reinvestment  Act  (CRA). 

The  CRA  reform  effort  is  an  important  part  of  the  Administration's  efforts  to  promote 
increased  credit  availability  and  economic  growth.  In  the  past  year,  the  bank  and  thrift 
supervisory  agencies  have  worked  diligently  to  create  a  regulatory  environment  in  which  banks 
and  thrifts  can  apply  their  skills  and  judgment  to  the  task  of  extending  credit  to  creditworthy 
borrowers,  wherever  they  may  be  located.  Initiatives  taken  by  the  banking  agencies— such  as 
the  creation  of  a  new  low-documentation  program  for  small  business  loans,  the  proposal  to 
reconsider  appraisal  requirements  for  real  estate  loans,  and  the  institution  of  a  formal  process 
for  appealing  examination  decisions— have  already  begun  to  affect  the  flow  of  credit  to 
households  and  businesses.  But  we  need  to  take  additional  steps  to  ensure  that  the  benefits  of 
greater  credit  availability  are  shared  by  all  segments  of  society.  By  reforming  how  we  assess 
bank  performance  under  the  CRA,  I  believe  that  we  can  channel  billions  of  dollars  of  new 
credit  into  America's  distressed  communities. 

I  want  to  emphasize  that  the  Administration  does  not  regard  the  CRA  program  as  a 
hand-out  for  distressed  communities,  and  we  are  not  asking  banks  and  thrifts  to  make  bad 
loans.  I  have  learned  in  the  course  of  our  efforts  to  reform  the  CRA  that  there  are  numerous 
opportunities  to  make  good,  profitable  loans  in  all  parts  of  the  community,  including  low-  and 
moderate-income  areas.  One  of  the  most  encouraging  developments  to  emerge  from  the  CRA 
is  the  involvement  of  local  community  organizations  in  identifying  creditworthy  borrowers  in 
low-  and  moderate-income  neighborhoods  and  linking  them  with  sources  of  credit.  Such 
organizations  also  play  a  key  role  in  promoting  community  development.  These  efforts  are 
exemplified  by  the  extraordinarily  fine  work  that  Chairman  Flake  has  done  in  helping  to 
revitalize  important  areas  of  New  York's  Sixth  Congressional  District. 

The  Subcommittee's  letter  of  invitation  states  that  one  purpose  of  these  hearings  is  to 
assess  whether  legislation  amending  the  CRA  is  needed.  I  believe  that  we  should  see  what 
can  be  done  within  the  current  statutory  framework  before  deciding  whether  legislative  changes 
are  needed.  The  Community  Reinvestment  Act  is  an  unusually  general  statute,  giving  the 
federal  banking  agencies  broad  discretion  in  the  methods  to  be  used  in  achieving  the  statute's 
objectives.  I  believe  that  the  proposed  regulatory  changes  alone  can  improve  the  access  of 
people  in  low-  and  moderate-income  areas  to  credit  and  other  banking  services,  while  at  the 
same  time  reducing  the  existing  heavy  regulatory  burden  on  the  banking  and  thrift  industries. 
If,  when  the  regulation  is  in  place— whatever  its  final  form— we  find  that  people  who  live  in 
low-  and  moderate-income  areas  are  still  not  enjoying  equal  access  to  banking  services,  then 
legislation  may  be  appropriate.  But  I  think  it  makes  sense  first  to  give  regulatory  remedies 
a  chance  to  work. 


117 


Background 

The  Community  Reinvestment  Act  was  enacted  in  1977  to  prevent  redlining  and  to 
promote  affirmative  efforts  by  banks  and  thrifts  to  help  meet  the  credit  needs  of  all  segments 
of  their  communities,  including  low-  and  moderate-income  neighborhoods.  In  many  respects, 
the  CRA  is  an  extension  and  clarification  of  the  long-standing  expectation  that  banks  will  serve 
the  credit  needs  of  their  coimnunities.  The  CRA— and  the  regulations  issued  under  the  CRA— 
require  federal  regulators  to  assess  the  record  of  each  bank  and  thrift  in  helping  to  meet  the 
credit  needs  of  all  portions  of  its  community,  including  low-  and  moderate-income  neighbor- 
hoods, and  to  take  that  record  into  account  when  considering  corporate  applications  for 
charters  or  for  approval  of  mergers,  acquisitions,  branch  openings,  or  office  relocations. 

The  CRA  provides  a  framework  in  which  depository  institutions  and  community  groups 
can  work  together  to  promote  the  availability  of  credit  and  other  banking  services  to  under- 
served  communities.  Under  the  impetus  of  the  CRA,  many  banks  and  thrifts  have  opened  new 
branches,  provided  expanded  services,  adopted  more  flexible  loan  underwriting  standards,  and 
made  substantial  commitments  to  state  and  local  governments  or  community  groups  to  increase 
lending  to  all  segments  of  society. 

Despite  these  positive  results,  the  current  CRA  process  lacks  credibility  with  the 
banking  industry  and  with  representatives  of  the  communities  that  the  Act  is  intended  to 
benefit.  Community  and  other  groups  complain  that  many  communities  are  not  adequately 
served  because  the  CRA  evaluation  process  does  not  focus  enough  on  actual  lending, 
investments,  and  services  provided.  At  the  same  time,  bankers  complain  that  the  current 
implementation  of  the  CRA  results  in  excessive  burden  relative  to  the  benefits  that  the  system 
produces. 

It  was  against  this  backdrop  of  broad  dissatisfaction  with  the  current  approach  to  CRA 
that  President  Clinton,  in  July  of  last  year,  challenged  the  federal  regulators  of  banks  and 
thrifts  to  make  fundamental  changes  in  the  way  we  administer  the  CRA.  The  President 
established  several  broad  principles  to  guide  the  agencies'  reform  efforts.  He  called  for  CRA 
assessment  standards  that  are  based  more  on  measurable  performance,  less  burdensome  CRA 
examinations  that  are  more  consistent  and  even-handed,  the  elimination  of  urmecessary 
documentation  requirements,  better  public  access  to  information  on  CRA  evaluations,  and 
tougher  actions  against  institutions  with  persistently  poor  CRA  performance. 

To  ensure  that  CRA  reform  addressed  the  needs  of  the  banking  industry,  community 
groups,  and  other  key  sectors  of  the  community,  the  federal  banking  agencies  held  a  series  of 
seven  public  hearings  last  year  at  locations  around  the  country.  These  hearings  represent  the 
most  extensive  effort  on  the  part  of  the  agencies  to  solicit  public  views  on  community 
reinvestment  since  the  CRA  was  enacted  in  1977.  The  hearings  were  attended  by  the  heads 
of  the  OCC,  OTS,  and  FDIC,  and  by  Federal  Reserve  Governor  Lindsey.  This  unusually 
high-level  representation  at  the  hearings  reflects  the  great  importance  that  the  agencies  have 
accorded  this  effort.   I  think  I  can  speak  for  all  four  of  us  when  I  say  that  we  learned  a  great 
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deal  about  the  problems  facing  low-  and  moderate-income  areas,  and  came  away  with  a  unique 
appreciation  for  the  issues  involved  in  CRA  reform. 

Following  the  public  hearings,  the  agency  heads  and  Governor  Lindsey  worked  closely 
together  to  come  up  with  the  proposal  that  was  announced  jointly  by  the  federal  banking 
agencies.  The  proposal  is  designed  to  meet  the  objectives  established  by  the  President.  It 
emphasizes  resuhs  rather  than  process,  and  is  intended  to  ensure  that  all  segments  of  our 
society  have  access  to  credit  and  other  financial  services  provided  by  banks  and  thrifts. 

The  agencies  published  the  proposed  rule  in  the  Federal  Register  on  December  21st. 
We  still  have  work  to  do,  however,  before  we  can  put  a  final  rule  in  place.  The  comment 
period  was  originally  scheduled  to  close  on  February  24th,  but  because  of  the  considerable 
public  interest  in  the  rule,  the  significance  of  the  changes  we  are  proposing,  and  the  fact  that 
the  proposal  was  published  shortly  before  the  Christmas  and  New  Year  holidays,  the  agencies 
agreed  to  extend  the  deadline  for  comments  by  30  days,  to  March  24th. 

I  cannot  predict  at  this  point  exactly  what  the  provisions  of  the  final  rule  will  be.  That 
will  be  determined  by  the  rulemaking  process,  after  the  agencies  have  had  the  opportunity  to 
review  all  of  the  public  comments  we  receive.  I  am  committed  to  accomplishing  that  as 
expeditiously  as  possible,  and  it  is  my  expectation  that  we  will  publish  a  final  rule  in  the  late 
spring. 

The  agencies  propose  that  the  data  collection  required  by  the  proposed  rule  would  go 
into  effect  on  July  1,  1994,  with  larger  institutions  having  to  report  data  for  the  last  six  months 
of  1994  by  January  31,  1995.  Evaluations  under  the  new  standards  would  become  mandatory 
after  July  1,  1995.  Until  then,  banks  would  be  able  choose  whether  they  will  be  evaluated 
under  the  new  rule  or  under  the  old  CRA  standards.  This  proposed  schedule  assumes,  of 
course,  that  a  final  rule  is  published  in  the  spring.  We  will  modify  this  schedule  if  the 
rulemaking  process  takes  longer  to  complete. 

I  must  underscore  that  our  efforts  will  not  produce  a  panacea.  Reform  of  CRA 
regulations  and  examination  procedures  caimot  solve  all  the  problems  of  distressed  rural  and 
urban  communities,  nor  answer  all  the  complaints  of  bankers  about  regulatory  burden.  But 
I  am  confident  that  at  the  end  of  the  process  we  can  have  a  CRA  evaluation  system  that  is  far 
superior  to  the  one  we  currently  use. 

Balancing  Competing  Interests 

The  Subcommittee's  letter  of  invitation  expressed  interest  in  how,  in  drafting  the 
proposed  revisions  to  the  CRA  regulation,  we  balanced  the  interests  of  the  lenders  and 
community  organizations.  As  I  mentioned  above,  prior  to  drafting  the  proposal,  the  federal 
banking  agencies  held  seven  public  hearings  at  which  we  heard  from  more  than  250  witnesses. 
Another  50  persons  submitted  written  statements  for  the  record.  Although  those  more  than 
300  people  held  diverse  viewpoints,  there  were  many  areas  of  agreement.  Our  efforts  focused 
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on  building  upon  those  areas  of  agreement. 

For  example,  most  of  those  who  commented-bankers,  government  officials,  and  leaders 
of  community-based  organizations-called  for  a  system  that  evaluated  performance  without 
resorting  to  a  formula-driven  approach.  They  emphasized  that  CRA  evaluations  should  focus 
primarily  on  lending,  particularly  to  low-  and  moderate  income  individuals,  small  farms  and 
businesses,  and  affordable  housing  and  economic  development  organizations,  but  they  stressed 
that  an  institution's  lending  record  should  be  viewed  in  the  context  of  its  business  strategy,  its 
financial  condition,  and  the  credit  needs  of  the  community  in  which  it  operates.  Expressing 
a  closely  related  point  of  view,  many  small  institutions  noted  that  the  documentation 
requirements  of  the  current  CRA  regulation  consume  resources  that  could  be  better  used 
providing  credit  and  services  to  their  communities. 

Many  commenters  expressed  interest  in  enabling  financial  institutions  to  work  with 
community  representatives  to  develop  strategic  plans,  with  measurable  goals,  for  meeting  their 
CRA  obligations.  Some  wanted  the  CRA  process  to  center  upon  enforceable  agreements 
between  community  groups  and  financial  institutions,  while  others  suggested  that  the  CRA 
process  should  center  on  enforceable  agreements  between  institutions  and  their  regulators. 

A  number  of  commenters  noted  that  implementation  of  a  meaningful  performance-based 
evaluation  process  would  require  the  collection  of  data  on  the  geographic  distribution  of  small 
business  and  consumer  loans.  Other  witnesses,  particularly  those  who  represented  smaller 
institutions,  noted  the  regulatory  burden  that  institutions  currently  bear,  and  urged  that  the 
regulation  mandate  no  additional  reporting  of  loans. 

Many  financial  institutions  and  some  community  groups  expressed  the  view  that  the 
current  system  focuses  too  much  on  punishing  institutions  that  fail  to  nelp  meet  the  needs  of 
their  communities.  They  suggested  that  the  revised  regulation  should  focus  more  on  providing 
incentives  for  institutions  that  meet  the  credit  and  service  needs  of  their  communities.  Outside 
the  banking  and  thrift  industries,  however,  there  was  strong  opposition  to  establishing  a  "safe 
harbor"  from  protests  based  on  the  regulator's  evaluation  of  an  institution's  CRA  performance. 

The  agencies  tried  to  address  many  of  these  concerns  in  developing  the  proposed  rule. 
The  proposal  would  not  allocate  credit,  or  require  any  institution,  in  any  community,  to 
provide  any  set  level  of  lending,  service,  or  investments  to  any  constituency.  Rather,  it  would 
base  CRA  evaluations  more  on  objective  measures  of  a  bank's  lending,  service,  and  investment 
activities,  while  continuing  to  evaluate  each  institution  s  record  in  light  of  its  business  strategy 
and  conditions  in  its  community.  It  contains  no  "safe  harbor,"  but  provides  incentives  for 
strong  CRA  performance  by  specifying  how  the  agencies  will  consider  CRA  performance  when 
deciding  an  application,  and  by  establishing  that  institutions  whose  performance  is  in 
substantial  noncompliance  with  the  requirements  of  the  law  may  be  subject  to  enforcement 
action. 
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We  believe  the  proposed  rule  would  make  significant  reductions  in  regulatory  burden 
for  most  institutions.  The  proposal  is  longer,  in  terms  of  pages  of  text,  than  the  current  CRA 
regulation,  but  its  overall  effect  is  to  simplify  the  CRA  process.  The  proposal  would  reduce 
the  number  of  CRA  evaluation  factors  from  12  to  three.  Moreover,  by  replacing  subjective 
factors  with  measurable,  objective  standards,  the  proposal  would  reduce  regulatory  uncertainty. 
Finally,  the  proposal  would  tailor  CRA  requirements  to  the  circumstances  of  different  types 
of  institutions.  While  this  adds  to  the  overall  length  of  the  regulation,  it  means  that  any  given 
institution  would  have  to  deal  only  with  those  sections  of  the  regulation  that  would  apply  to 
it. 

The  proposal  would  require  data  reporting  on  loans  to  small  businesses  and  consumers, 
but  smaller  institutions  could  choose  to  be  evaluated  under  streamlined  procedures  that  would 
not  require  them  to  make  these  reports.  Furthermore,  the  proposal  would  eliminate  the  need 
for  banks  and  thrifts  to  prepare  detailed  CRA  statements,  to  review  those  statements  annually 
and  note  those  reviews  in  the  minutes  of  board  meetings,  to  justify  the  basis  for  their 
community  delineations,  to  explain  the  methods  they  used  to  ascertain  community  credit  needs, 
or  to  maintain  voluminous  files  documenting  their  marketing  efforts  in  low-  and  moderate- 
income  areas.  The  resources  formerly  devoted  to  such  procedural  requirements  would  be 
available  for  strengthening  capital  and  making  new  loans. 

I  do  not  mean  to  suggest  that  the  proposal  would  impose  no  regulatory  burden.  The 
agencies  need  some  information  on  banks'  and  thrifts'  lending,  community  investments,  and 
other  services  provided  to  low-  and  moderate-income  areas  in  order  to  refocus  CRA 
evaluations  on  objective  measures  of  performance.  As  a  result,  some  institutions  would  not 
see  as  great  a  reduction  in  regulatory  burden  as  others.  The  regulatory  burdens  they  did  bear, 
however,  would  be  more  directly  linked  to  the  provision  of  banking  services  to  their 
communities.  The  unproductive  burden  associated  with  the  current  process— which  bases  CRA 
evaluations  largely  on  documentation— would  be  eliminated. 

Principal  Features  of  the  Proposed  System 

Performance-based  evaluations.  The  regulatory  agencies  propose  to  replace  the  twelve 
assessment  factors  currently  used  to  evaluate  compliance  with  the  CRA  with  a  performance- 
based  evaluation  system.  The  current  assessment  factors  are  almost  entirely  subjective,  and 
unduly  burdensome.  Under  the  proposed  system,  depository  institutions  would  be  assessed  on 
results,  measured  in  objective  terms:  the  loans  they  provide,  the  investments  they  make,  and 
the  services  they  offer  in  their  communities. 

Flexibility.  The  agencies  have  not  proposed  to  require  any  set  level  of  lending  to  any 
particular  community  or  constimency.  The  agencies  wish  to  avoid  a  formulaic  approach  to 
CRA  reform,  which  could  have  the  effect  of  forcing  institutions  into  a  common  mold.  Where 
the  proposal  does  use  specific  tests  or  benchmarks,  they  take  the  form  of  rebuttable 
presumptions  thai  would  permit  each  institution  to  be  evaluated  on  the  basis  of  it  own 
situation. 
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The  proposal  is  designed  to  recognize  the  diversity  that  characterizes  the  banking  and 
thrift  sectors.  In  general,  institutions  would  be  evaluated  on  the  basis  of  the  product  lines  they 
offer  to  their  customers  in  the  normal  course  of  business,  so  in  no  way  would  the  proposed 
regulation  require  banks  and  thrifts  to  offer  specific  products  or  to  make  loans  or  investments 
that  are  inconsistent  with  safety  and  soundness. 

Lending  Test.  The  agencies  propose  to  evaluate  retail  institutions  primarily  on  the  basis 
of  the  loans  they  make.  The  evaluation  would  be  based  on  objective  measures  of  the 
institution's  activities:  the  number,  dollar  volume,  and  geographic  distribution  of  its  loans. 
The  agencies  would  use  this  information  to  apply  a  lending  test,  which  institutions  could  rebut 
where  circumstances  warranted.  Lenders  would  receive  extra  credit  for  making  complex  or 
innovative  loans  or  loans  that  serve  particularly  pressing  community  needs. 

The  lending  test  would  include  two  main  components.  The  first  component  would,  in 
effect,  evaluate  an  institution's  lending  record  in  low-  and  moderate-income  areas  against  the 
lending  records  of  its  competitors.  It  would  do  so  by  comparing  the  institution's  market  share 
of  reportable  loans  in  low-  and  moderate-income  areas  within  its  service  area  with  its  share 
of  such  loans  in  the  rest  of  its  service  area.  (Reportable  loans  would  include  home  mortgage, 
consumer,  small  business,  and  small  farm  loans.) 

The  second  component  of  the  lending  test  would  evaluate  the  institution's  record  in 
isolation,  by  comparing  the  volume  and  number  of  reportable  loans  that  a  bank  or  thrift  made 
in  low-  and  moderate-income  areas  in  its  service  area  with  the  volume  and  number  of  such 
loans  that  it  made  throughout  its  service  area,  or,  alternatively,  by  examining  the  geographic 
distribution  of  such  loans  across  the  low-  and  moderate-income  areas  in  the  institution's  service 
area. 

By  looking  at  both  components,  the  agencies  hope  to  ensure  that  favorable  ratings  under 
the  lending  test  would  reflect  a  reasonable  distribution  of  loans  among  low-,  moderate-,  and 
high-income  neighborhoods  in  the  bank's  service  area,  while  at  the  same  time  avoiding  the 
possibility  of  unfairly  penalizing  a  bank  that— despite  strong  efforts  in  low-  and  moderate- 
income  neighborhoods— had  a  relatively  small  market  share  simply  because  it  had  more 
competitors  there  than  elsewhere  in  its  service  area.  And  I  would  like  to  emphasize  again  that 
the  results  of  the  lending  test— like  the  other  tests  contained  in  the  proposal— could  be  rebutted 
where  circumstances  warranted.  For  example,  a  bank  that  did  not  make  as  many  loans  in  low- 
and  moderate-income  areas  as  its  competitors  did  might  still  pass  the  lending  test  if  its  lending 
record  compared  favorably  with  other  institutions  on  a  regional  or  national  basis. 

The  agencies  propose  to  credit  to  a  bank  or  thrift  institution— at  its  option— its  share  of 
the  loans  made  by  non-bank  entities  in  which  the  bank  or  thrift  has  invested  or  participated. 
Investment  Test.  The  agencies  propose  to  evaluate  wholesale  and  limited-purpose  institutions- 
defined  as  institutions  without  a  significant  volume  of  home  mortgage  loans,  consumer  loans, 
or  loans  to  small  businesses  and  small  farms— primarily  on  the  basis  of  investments  they  make 
that  benefit  low-  and  moderate-income  neighborhoods  or  individuals  within  the  institution's 
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service  area.  The  agencies  would  base  their  evaluation  of  an  institution's  investment 
performance  on  the  amount  of  assets—relative  to  the  institution's  risk-based  capital— that  it 
devoted  to  qualifying  investments.  Qualifying  investments  would  include  investments  in 
organizations,  consortia,  and  initiatives  that  foster  community  lending,  community 
development,  or  affordable  housing;  and  investments  in  state  and  local  government  agency 
housing  or  revenue  bonds  that  are  specifically  aimed  at  helping  low-  and  moderate-income 
communities  and  individuals. 

The  focus  of  the  investment  test  would  be  the  effect  of  the  investments  on  the 
community  rather  than  the  investment  per  se.  Investments  would  not  be  credited  under  the 
test  unless  they  had  a  demonstrable  impact  on  the  provision  of  credit,  community  development 
projects,  or  services  benefiting  low-  and  moderate-income  individuals  or  areas.  Regulators 
could  adjust  an  institution's  rating  under  the  investment  test  to  take  into  account  investments 
that  are  particularly  innovative  or  that  meet  special  needs.  If  an  institution  made  an  investment 
that  indirectly  generated  lending,  the  institution  could  receive  credit  for  the  indirect  lending 
under  the  lending  test,  and  credit  for  the  rest  of  the  investment  under  the  investment  test. 

Retail  institutions  would  also  be  evaluated  on  the  basis  of  their  investment  performance. 
Those  whose  investment  performance  was  found  to  be  outstanding  would  have  their  "base" 
CRA  rating,  reflecting  their  performance  under  the  lending  test,  raised  by  two  levels  on  the 
five-level  scale.  Those  whose  investment  performance  was  the  higher  of  the  two  satisfactory 
ratings  would  have  their  base  CRA  rating  raised  by  one  level.  The  absence  of  investments, 
however,  would  not  penalize  an  institution.  Although  we  believe  that  suitable  investments  can 
complement  an  institution's  lending  record,  the  CRA  does  not  obligate  banks  and  thrifts  to 
make  community  development  investments. 

Service  Test.  The  agencies  propose  to  evaluate  all  institutions  on  the  basis  of  the 
services  they  provide  in  low-  and  moderate-income  neighborhoods.  Evaluations  of  retail 
institutions  would  focus  on  the  accessibility  of  branches,  while  the  evaluation  of  wholesale  and 
limited-purpose  institutions  would  focus  on  their  support  for  services  that  promote  credit 
availability  in  low-  and  moderate-income  areas,  such  as  credit  counseling,  low-cost  or 
"lifeline"  checking  accounts,  financial  planning,  home  ownership  counseling,  and  loan 
packaging  that  assists  small  and  minority  businesses.  An  institution's  performance  under  the 
service  test  could  boost  its  overall  CRA  rating  in  the  case  of  outstanding  service,  and  reduce 
its  rating  in  the  case  of  substantial  noncompliance  in  service. 

The  proposed  evaluation  system  has  been  designed  so  that  an  institution's  CRA  rating 
would  reflect  its  performance  in  all  the  communities  in  which  it  operates.  For  banks  ard 
thrifts  that  do  business  in  more  than  one  community,  the  agencies  propose  to  evaluate  all  of 
the  institution's  loan  data,  and  to  conduct  full  lending  and  service  tests  in  a  sample  of  its 
service  areas.  The  agencies  would  then  assign  separate  composite  CRA  ratings  for  each  area, 
with  the  bank's  or  thrift's  overall  rating  reflecting  its  performance  in  all  areas  studied. 
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In  the  view  of  the  agencies,  a  financial  institution  is  not  serving  its  entire  community 
if  it  is  discriminating  illegally.  The  proposal  would  therefore  establish  a  rebuttable  presump- 
tion that  an  institution  would  receive  a  composite  rating  of  less  than  satisfactory  if  the 
institution  had  committed  an  isolated  act  of  illegal  discrimination  of  which  it  had  knowledge, 
and  that  it  had  not  corrected  or  was  not  in  the  process  of  correcting;  or  if  it  had  engaged  in 
a  pattern  or  practice  of  illegal  discrimination  that  it  had  not  corrected.  That  presumption 
could  be  rebutted  in  the  case  of  technical  or  de  minimis  violations. 

F.nhanced  data  on  lending  patterns.  The  agencies  propose  to  require  all  banks  and 
thrifts  (except  those  that  use  the  streamlined  assessment  method  described  below)  to  collect— 
and  to  report  to  their  supervisor— data  on  the  geographic  distribution  of  their  home  mortgage, 
consumer,  small  business,  and  small  farm  loans.  This  would  be  in  addition  to  data  already 
collected  under  the  Home  Mortgage  Disclosure  Act  (HMDA)  and  the  agencies'  fair  housing 
data  collection  requirements.  The  reports  would  include  data  on  written  applications  received 
by  the  institution,  denials  of  applications,  loan  originations,  and  loan  purchases.  These  data 
would  form  the  basis  of  the  agencies'  evaluations  under  the  lending  test,  and  would  be  made 
available  to  the  public  by  the  individual  lenders  and  the  agencies.  The  Federal  Reserve  Board 
would  continue  to  make  available  to  the  public  the  information  that  institutions  collect  under 
HMDA. 

Alternative  assessment  method  for  smaller  hanks  and  thrifts.  In  the  course  of  the  public 
hearings  that  preceded  the  development  of  the  proposal,  representatives  of  many  small 
institutions  urged  the  regulators  to  exempt  small  banks  and  thrifts  from  CRA  assessments.  The 
agencies  have  not  proposed  to  do  so  because  such  an  exemption  could  result  in  the  neglect  of 
the  credit  needs  of  communities  served  by  smaller  banks  and  thrifts,  and  because  we  do  not 
believe  that  such  an  exemption  is  permitted  by  the  statute.  The  agencies  are  proposing, 
however,  to  use  their  discretion  under  the  CRA  to  offer  small  banks  and  thrifts-defined  as 
independent  banks  and  thrifts  with  total  assets  of  under  $250  million,  or  members  of  a  holding 
company  with  total  banking  and  thrift  assets  of  less  than  $250  million-the  option  of  a 
streamlined  assessment  method.  Smaller  institutions  that  chose  to  be  assessed  under  the 
streamlined  method  would  not  have  to  comply  with  the  proposed  data  collection  requirements 
necessary  to  apply  the  general  assessment  method. 

The  proposed  streamlined  process  is  designed  to  measure  how  well  smaller  banks  and 
thrifts  are  serving  the  needs  of  their  entire  local  communities.  The  primary  basis  for  a  small 
institution's  rating  would  be  an  evaluation  of  its  lending  record.  As  a  general  rule,  an 
institution  would  receive  a  satisfactory  or  better  CRA  rating  if  it  had  a  reasonable  loan-to- 
deposit  ratio;  made  most  of  its  loans  locally;  made  a  variety  of  loans  across  income  levels;  and 
did  not  have  any  bona-fide  community  complaints  or  fair  lending  violations. 

In  addition,  at  the  option  of  the  institution,  the  regulator  would  evaluate  the  institution's 
record  of  making  investments  that  result  in  the  provision  of  credit  and  financial  services  to 
low-  and  moderate  income  areas  within  their  communities,  and  its  record  of  providing 
branches,  remote  service  facilities,  automated  teller  machines,  and  other  services  that  enhance 
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credit  availability  or  otherwise  meet  the  needs  of  low-  and  moderate-income  persons  in  its 
service  area.  Strong  performance  in  these  areas  could  raise  an  institution's  rating  from 
satisfactory  to  outstanding. 

The  regulator  would  also  seek  the  views  of  community  members,  particularly  when 
there  are  complaints  about  the  institution;  and  review  the  findings  of  the  institution's  most 
recent  fair  lending  examination.  In  the  event  that  a  small  institution  failed  to  meet  or  exceed 
the  standards  for  a  satisfactory  rating,  its  regulator  would  conduct  a  more  extensive 
examination  of  its  loan-to-deposit  ratio,  its  record  of  lending  to  its  local  community,  and  its 
loan  mix. 

In  order  to  make  it  easier  for  small  institutions  to  use  these  streamlined  procedures,  the 
agencies  propose  that  a  loan-to-deposit  ratio  of  60  percent  or  more  would  be  presumed  to 
satisfy  the  test  for  a  reasonable  loan-to-deposit  ratio.  The  60  percent  ratio  would  not  be  a 
requirement  or  a  bright-line  test  that  an  institution  would  either  pass  or  fail.  Rather,  it  is 
intended  as  a  helpful  presumption  that  would  provide  a  simplified  method  for  demonstrating 
compliance  for  the  roughly  half  of  community  banks  whose  ratio  exceeds  60  percent.  The 
underlying  requirement  would  be  the  same  for  all  institutions  using  the  streamlined  procedures: 
those  above  and  below  the  60  percent  figure.  They  would  have  to  have  a  reasonable  loan-to- 
deposit  ratio  given  their  size,  their  financial  condition,  and  the  credit  needs  of  their 
communities.  An  institution  in  a  community  where  there  is  insufficient  loan  demand  to  reach 
a  60  percent  ratio  would  need  only  to  have  a  ratio  that  is  reasonable  given  the  level  of 
demand. 

Strategic  plan  alternative.  Under  the  proposed  rule,  any  institution,  rather  than  being 
assessed  under  the  lending,  investment,  and  services  tests,  could  submit  for  agency  approval 
a  plan  with  measurable  goals  against  which  the  agency  would  assess  the  institution's 
subsequent  CRA  performance.  The  proposal  would  not  specifically  require  institutions  to 
involve  community  groups  and  other  members  of  the  public  in  the  formulation  of  their 
strategic  plans,  but  we  would  certainly  encourage  them  to  do  so.  An  institution  would  be 
required  to  disclose  its  plan  publicly  before  it  is  evaluated  by  its  regulator,  and  the  regulator 
would  consider  public  comments  in  its  assessment  of  a  submitted  plan. 

If  the  agency  approved  the  plan,  it  would  base  its  subsequent  CRA  reviews  of  that 
institution  on  whether  it  met  or  exceeded  the  goals  specified  in  the  plan.  If  the  institution 
failed  to  meet  the  preponderance  of  the  measurable  goals  set  forth  in  the  plan,  its  performance 
would  be  evaluated  under  the  lending,  service,  and  investment  tests  (or,  for  eligible  insti- 
tutions, the  small  bank  assessment  method).  Assessment  under  an  approved  plan  would  not 
relieve  an  institution  from  its  obligation  to  report  data  on  the  geographic  distribution  of  loans. 

Examination  and  enforcement.  The  federal  regulators  of  banks  and  thrifts  would 
continue  to  consider  CRA  performance  in  evaluating  applications  to  charter  a  bank  or  thrift, 
to  obtain  deposit  insurance,  to  establish  or  relocate  a  branch  office  or  ATM,  or  to  acquire 
another  insured  depository  institution  or  its  assets.    Under  the  proposal,  as  today,  the  CRA 
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examination  rating  would  often  be  the  most  important  factor  in  assessing  CRA  performance, 
but  it  would  not  be  the  exclusive  consideration,  and  could  be  overridden  by  other  factors,  such 
as  information  collected  through  public  comment,  legitimate  complaints,  and  fair  lending 
violations. 

Under  the  proposal,  a  rating  of  "outstanding"  would  generally  be  consistent  with 
approval  of  the  application,  and  would  receive  extra  weight  in  reviewing  the  application.  A 
rating  of  "satisfactory"  would  also  be  consistent  with  approval,  but  it  would  not  receive  extra 
weight.  A  rating  of  "needs  to  improve"  would  generally  be  an  adverse  factor  in  the  CRA 
review  of  the  application,  and  in  the  absence  of  demonstrated  improvement  in  the  bank's  CRA 
performance  or  other  countervailing  factors  would  generally  result  in  conditional  approval  or 
denial  of  the  application.  A  rating  of  "substantial  noncompliance"  would  generally  result  in 
denial  of  the  application. 

The  agencies  recognize,  however,  that  the  corporate  application  process  alone  is  not 
sufficient  to  ensure  effective  enforcement  action  against  institutions  that  fail  to  satisfy  their 
CRA  responsibilities.  It  is  only  effective  for  institutions  that  face  branch  opening  or  relocation 
decisions  or  that  are  active  in  mergers  and  acquisitions.  The  agencies  therefore  propose  that 
an  institution  that  received  a  composite  rating  of  "substantial  noncompliance"  would  be  subject 
to  formal  and  informal  enforcement  measures  authorized  by  12.  U.S.C.  1818. 

In  addition  to  considering  CRA  performance  in  the  application  process  and  exercising 
their  general  enforcement  powers,  the  agencies  plan  to  use  the  frequency  of  CRA  examinations 
to  provide  incentives  for  strong  performance.  Institutions  with  ratings  of  "outstanding"  will 
generally  be  examined  less  frequently  than  the  average  institution,  while  institutions  with  less 
than  satisfactory  ratings  will  generally  be  examined  more  frequently.  Of  course,  other  factors, 
such  as  an  institution's  financial  condition,  will  also  affect  the  frequency  of  examinations,  and 
in  no  case  do  we  plan  to  examine  banks  less  frequently  than  once  every  two  years.  The 
agencies  believe  that  linking  examination  frequency  to  performance  makes  sense  not  only 
because  it  provides  an  incentive  for  strong  performance,  but  also  because  it  reflects  a  sensible 
allocation  of  the  agencies'  limited  examination  resources. 

Conclusions 

The  Administration's  CRA  proposal  attempts  to  strike  a  reasonable  balance  between 
improving  the  availability  of  banking  services  in  underserved  urban  and  rural  communities, 
and  minimizing  regulatory  burdens  on  the  banking  industry.  Consequently,  both  community 
groups  and  bankers  may  not  be  completely  satisfied  with  some  provisions  of  the  proposed  rule. 
Bankers  need  to  recognize  that  it  is  worth  making  an  effort  to  bring  currently  underserved 
areas  into  the  mainstream  of  financial  markets.  Community  groups  need  to  recognize  that 
even  well-intentioned  requirements,  if  they  are  too  burdensome,  can  weaken  the  banking 
industry  and  reduce  its  capacity  to  serve  the  banking  public— including  low-  and  moderate- 
income  neighborhoods.  I  would  ask  both  groups  to  compare  the  agencies'  proposal  with  the 
status  quo,  and  ask,  first,  whether  it  represents  an  overall  improvement  over  the  status  quo, 
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and  second,  what  changes  are  needed  to  make  the  proposal  more  effective.  I  look  forward  to 
hearing  their  comments. 
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XMTRODUCTIOH 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am 
pleased  to  provide  the  Office  of  Thrift  Supervision's  (OTS)  views 
on  President  Clinton's  Community  Reinvestment  Act  (CRA)  Reform 
Initiative. 

My  testimony  will  describe  our  efforts,  in  conjunction 
with  those  of  the  other  Federal  financial  supervisory  agencies, 
to  establish  and  implement  the  President's  CRA  initiatives.   My 
testimony  will  also  summarize  significant  elements  of  the 
proposed  CRA  regulations,  and  discuss  issues  that  are  relevant  to 
our  reform  efforts  and  the  effectiveness  of  CRA  generally.   I 
will  specifically  discuss  the  role  of  lenders,  including  thrift 
institutions,  and  the  impact  that  the  CRA  proposal  may  have  on 
small,  community-based  institutions. 

I  believe  that  credit  can  be  used  as  an  engine  for 
economic  growth  and  revitalization.   Communities,  financial 
institutions,  and  government  can  form  a  partnership  and  work 
together  under  CRA  to  energize  this  needed  growth  and 
revitalization  by  making  credit  and  financial  opportunities 
available  to  all  people  in  all  communities  throughout  this 
nation.   At  the  same  time,  I  believe  we  can  also  reduce 
unnecessary  regulatory  burdens  on  financial  institutions. 

As  you  know.  President  Clinton  initiated  the  CRA  reform 
effort  last  summer  when  he  asked  the  Federal  agencies  responsible 
for  the  administration  and  enforcement  of  the  CRA  to  seek  ways  to 
improve  their  evaluation  standards  and  examination  procedures. 
The  President  specifically  asked  us  to:   (1)  work  with  bank  and 
thrift  institutions,  the  public  and  Congress  to  develop  a  new 
approach  to  CRA  that  emphasizes  performance  rather  than 
documentation;  (2)  develop  a  well-trained  corps  of  examiners 
specialized  in  CRA;  (3)  promote  consistency  and  fairness,  improve 
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performance  evaluations  and  institute  more  effective  sanctions 
against  poor  performers;  and  (4)  focus  new  evaluation  standards 
on  three  types  of  community  reinvestment  activities  -  lending, 
investments  and  services. 

The  agencies'  reform  efforts  are  guided  by  three  primary 
goals:   (1)  to  improve  CRA  performance  by  focusing  the 
regulations  on  making  credit  and  financial  services  available  to 
all  communities,  particularly  underserved  areas  throughout  urban 
and  rural  America;  (2)  to  reduce  regulatory  burden  by  having 
clearer  and  more  objective  evaluation  standards  that  emphasize 
performance  over  documentation;  and  (3)  to  promote  consistency  in 
examinations  and  enforcement. 

Following  seven  public  hearings  on  the  CRA,  the  agencies 
developed  a  proposed  regulation  based  on  the  broad  outline  given 
by  the  President  and  the  comments  we  received  from  the  public 
hearings.   The  proposal,  which  was  published  for  comment  on 
December  21,  1993,  seeks  to  achieve  the  agencies'  CRA  reform 
goals.   We  are  looking  forward  to  the  comments  of  industry 
representatives,  community  groups  and  other  interested  parties  on 
whether  the  proposal  accomplishes  its  stated  objectives  and, 
where  it  falls  short,  suggesting  improvements. 

The  comment  period,  originally  scheduled  to  end  on 
February  22,  1994,  was  recently  extended  to  March  24,  1994.   We 
anticipate  that  the  final  regulation  will  be  issued  by  mid-year. 


SELECTED  ELEMENTS  OF  THE  PROPOSED  REGULATION 
Evaluation  Tests 

The  most  significant  difference  between  the  current  CRA 
regulations  and  the  proposal  is  the  replacement  of  twelve 
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assessment  factors  to  determine  CRA  compliance  with  three 
performance-based  tests:   lending,  investment  and  service. 
Institutions  would  generally  be  evaluated  on  the  basis  of  the 
product  lines  offered  to  their  customers  in  the  normal  course  of 
business.   For  most  institutions,  the  lending  test  would  be  the 
primary  basis  for  measuring  performance.   The  investment  and 
service  tests  would  serve  to  augment  performance  under  the 
lending  test. 

The  lending  test  evaluates  the  direct  lending  and,  at 
the  institution's  option,  indirect  lending  through  loan  pools, 
lending  consortia,  subsidiaries  and  lenders  in  which  the 
institution  has  made  investments.   The  test  compares  the 
institution's  market  share  of  loans  in  low-  and  moderate-income 
geographies  to  its  market  share  in  the  remainder  of  its  service 
area.   The  lending  test  gives  "extra  credit"  to  institutions  for 
making  complex  or  innovative  loans  that  serve  pressing  community 
development  needs  without  undermining  safety  and  soundness. 

The  investment  test  evaluates  an  institution's  record  of 
qualified  investment  in  organizations  and  initiatives  that  foster 
community  development,  small-  and  minority-owned  business 
development,  or  affordable  housing  lending,  including  state  and 
local  government  agency  housing  or  revenue  bonds. 

The  service  test  evaluates  whether  branches  are 
accessible  to  low-  and  moderate-income  areas  and  whether  services 
promote  the  availability  of  credit.  It  gives  special 
consideration  to  accomplishments  or  programs  that  provide  greater 
access  to  credit,  capital  or  services.  Services  such  as  low-cost 
check  cashing,  "lifeline"  accounts  and  credit  counseling  can  also 
work  to  improve  an  institution's  CRA  rating. 

We  asked  for  comment  on  this  three-test  approach. 
Specifically,  we  are  interested  in  whether  those  who  work  with 
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CRA  believe  that  the  lending,  investment  and  service  tests  are 
meaningful  and  workable  as  a  way  of  measuring  actual  performance. 
We  are  eager  to  learn  whether  commenters  feel  that  the  agencies' 
proposal  has  struck  the  appropriate  balance  between  the  need  for 
certainty  in  the  system  and  the  need  for  flexibility  to  reflect 
an  institution's  service  capabilities  and  credit  needs  of  the 
community. 

We  also  asked  for  comment  on  how  performance  under  these 
three  tests  should  be  measured.   For  example,  we  are  open  to 
suggestions  on  whether  the  quantitative  measures  used  in  the 
tests  should  be  expanded  to  include  a  broader  array  of 
performance  measures.   In  addition,  we  are  interested  in  knowing 
what,  if  any,  analytical  or  computational  problems  result  from 
the  requirement  to  calculate  relevant  ratios  under  the  lending 
test  using  only  loans  made  by  institutions  that  would  be  required 
to  report  their  lending,  rather  than  loans  made  by  all  lenders  in 
the  relevant  markets. 

Alternative  Assessment  Methods 

Another  significant  feature  of  the  proposal  is  the 
availability  of  two  alternative  assessment  methods.   The  first  is 
a  streamlined  examination  for  small  institutions  (defined  as 
independent  institutions  with  total  assets  under  $250  million  or 
institutions  with  total  assets  under  $250  million  that  are 
subsidiaries  of  a  holding  company  with  total  banking  and  thrift 
assets  under  $250  million) .   The  streamlined  examination  would 
consider  an  institution's  loan-to-deposit  ratio,  whether  most  of 
its  loans  are  made  locally,  its  loan  mix  (including  the 
distribution  of  loans  across  income  levels) ,  its  record  of 
community  complaints,  and  substantive  compliance  with  the  fair 
lending  laws. 
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The  second  alternative  assessment  method,  a  strategic 
plan,  is  available  to  all  institutions.   Strategic  plans  would 
have  measurable  goals  and  would  be  submitted  to  an  institution's 
regulator  for  approval.   The  plans  would  also  be  publicly 
available.   Regulators  would  consult  with  community  groups  to 
decide  whether  a  particular  plan  is  responsive  to  community 
credit  needs.   If  an  institution  fails  to  meet  the  preponderance 
of  goals  set  forth  in  the  plan,  its  performance  would  be 
evaluated  under  the  lending,  investment  and  service  tests. 

Regulatory  Burden 

The  proposal  reduces  the  regulatory  burden  on 
institutions  by  eliminating  some  procedural  requirements. 
Institutions  will  no  longer  have  to  prepare  CRA  statements, 
review  them  annually,  or  document  them  in  minutes  of  the  board  of 
directors  meetings.   Regulators  would  no  longer  require 
institutions  to  justify  the  basis  for  community  delineations  or 
to  document  efforts  in  marketing  or  the  ascertainment  of 
community  credit  needs.   However,  institutions  that  do  not  elect 
or  are  not  eligible  for  the  small  institution  streamlined 
assessment  method  would  be  required  to  report  data  on  the 
geographic  distribution  of  their  small  business  and  some  consumer 
loans. 

The  additional  data  collected  on  small  business  and 
consumer  loans  will  be  made  available  to  the  public  along  with 
Home  Mortgage  Disclosure  Act  (HMDA)  data.   The  proposal  also 
continues  the  practice  of  making  CRA  evaluations  public. 

Enforcement 

The  agencies  will  continue  to  consider  CRA  performance 
in  evaluating  certain  corporate  applications.   Institutions  that 
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receive  a  rating  of  Substantial  Noncompliance  would  be  subject  to 
formal  enforcement  actions. 

Transition  Period 

Evaluation  under  the  revised  CRA  standards  would  not  be 
mandatory  until  July  1995.   Institutions  may  elect  to  be  assessed 
under  the  new  methods  prior  to  that  time.   Data  collection  under 
the  regulation  would  begin  shortly  after  it  is  finalized. 

DISCUSSION 

I  would  like  to  discuss  three  points  that  are  relevant 
to  our  regulatory  reform  efforts  and  the  effectiveness  of  the  CRA 
generally. 

First,  OTS  fully  supports  the  effort  to  revitalize  our 
communities  through  reinvestment.   The  thrift  industry  can  and  is 
making  a  significant  contribution  to  community  reinvestment  by^ 
providing  credit  and  basic  financial  services.   A  comparison  of 
the  1992  HMDA  data  with  the  1990  and  1991  data  suggests  that  the 
thrift  industry  has  significantly  increased  its  share  of  total 
loans  going  to  low-  and  moderate- income  applicants.   Another 
finding  is  the  denial  rates  at  thrifts  for  minorities  and  low- 
and  moderate-income  borrowers  has  declined  in  each  of  the  last 
three  years.   These  are  very  positive  trends.   Nonetheless,  it  is 
important  to  remember  that  the  thrift  industry  is  only  one  small 
segment  of  the  financial  system  that  needs  to  be  mobilized  to 
solve  the  nation's  housing  problems. 

Since  the  CRA  was  first  enacted  in  1978,  the  world  of 
finance  has  changed  dramatically.   In  the  last  five  years,  the 
thrift  industry's  market  share  in  1-4  family  mortgage 
originations  has  dropped  from  38  to  18  percent  as  private 
mortgage  companies  and  other  lenders  increase  their  market 
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shares.   These  trends  raise  the  question  of  whether  the  CRA's 
coverage  is  broad  enough  to  accomplish  fully  the  objectives  that 
Congress  originally  intended.   The  Administration  is  exploring 
appropriate  options  for  ensuring  that  all  credit  providers  are 
aware  of  the  need  for  community  lending. 

Second,  if  we  are  to  successfully  increase  the  flow  of 
credit  to  areas  of  need  in  our  country,  we  must  make  certain  that 
we  are  doing  all  that  we  can  at  the  Federal  level  to  reduce  any 
barriers  to  such  lending.  Solving  the  problems  of  depressed  and 
underserved  areas  of  the  country  requires  the  coordinated  efforts 
of  government,  industry  and  private  citizens,  all  acting  in 
partnership  with  a  common  goal. 

We  need  to  ensure  that  the  various  Federal,  state  and 
local  government  programs  are  coordinated  and  accessible  to  all 
institutions  and  the  public.   Currently,  were  a  thrift  to  take  on 
the  challenge  of  developing  a  neighborhood  or  block  in  its 
community,  there  would  be  a  number  of  state  and  Federal  programs 
that  are  available  to  assist  with  this  lending.   But  there  is  no 
one  place  that  the  thrift  could  go  to  find  out  about  these 
programs  and  services.   OTS  has  begun  to  address  part  of  this 
market  inefficiency  in  our  affordable  housing  initiative 
announced  last  spring.   He  are  committed  to  encouraging  safe  and 
sound  lending  for  affordable  housing  by  examining  and  removing 
any  regulatory  or  programmatic  barriers  to  such  lending  and  by 
providing  education  and  support  services  to  institutions  that  are 
interested  in  doing  more  affordable  housing  lending. 

Third,  the  CRA  proposal  and  its  emphasis  on  performance 
nay  have  an  adverse  effect  on  some  small,  community-based 
institutions  that  are  meeting  the  credit  needs  of  their  low-  and 
moderate- income  communities.   These  institutions  have  a  local 
presence  and  knowledge  of  the  local  lending  markets  and  credit 
needs.   Many  community-based  institutions  already  gear  their 
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business  toward  predominantly  low-  to  moderate-income  areas  and 
pride  themselves  on  the  services  that  they  provide  to  those 
communities. 

As  more  emphasis  is  placed  on  evaluating  lending 
performance  in  low-  to  moderate-income  areas,  other  institutions 
are  likely  to  aggressively  pursue  greater  market  shares  in  those 
areas.   The  result  may  be  that  large  institutions  may  affect  the 
customer  base  of  small  community-based  institutions.   Certainly 
such  competition  may  serve  to  lower  the  cost  of  credit  to  low-  to 
moderate-income  consumers,  and  we  should  welcome  that  benefit. 
On  the  other  hand,  competition  may  challenge  not  only  the  CRA 
performance  of  community-based  institutions  as  measured  under  the 
new  assessment  methods,  but  also  their  very  existence.   We 
understand  that  several  commenters  will  raise  this  issue.   We 
welcome  any  innovative  suggestions  that  increase  the  flow  of 
credit  to  distressed  areas,  but  that  do  not  inappropriately 
disadvantage  the  smaller  community-based  institutions  that  have 
served  these  areas  for  years. 

CONCLUSION 

The  goal  of  our  CRA  reform  effort  is  to  encourage 
lending  in  low-  and  moderate-income  areas  by  reducing  the 
paperwork  burden  on  thrifts  and  measuring  performance  rather  than 
process.   We  firmly  believe  that  this  goal  is  attainable  within 
the  bounds  of  safe  and  sound  banking  practices. 

One  of  my  personal  goals  during  this  reform  process  is 
to  dispel  any  concerns  that  savings  associations  have  had  under 
the  current  regulations,  or  may  continue  to  have,  that  compliance 
with  the  CRA  jeopardizes  safety  and  soundness.   That  is  simply 
not  true.   In  fact,  one  of  the  underpinnings  of  the  proposed 
regulation  is  the  recognition  that  an  institution's  CRA 
obligation  must  be  met  using  prudent  business  practices.   The 
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proposal  does  not  encourage  or  expect  a  liberalization  of 
underwriting  standards  to  the  detriment  of  safe  and  sound  lending 
principles.   It  does,  however,  encourage  institutions  to  be 
innovative  in  attempting  to  create  products  to  meet  the  various 
needs  of  a  diverse  customer  base. 

Our  proposal  is  a  significant  departure  from  the  way  in 
which  the  CRA  has  been  administered  in  the  past.   As  a  result,  we 
expect  substantial  public  comment  on  the  proposal.   He  would  be 
pleased  to  share  what  we  learn  from  those  comments  with  the 
Subcommittee  as  the  regulatory  process  continues. 

I  would  be  pleased  to  respond  to  any  questions  you  may 
have. 
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Mr.  Chairman,  I  appreciate  the  opportunity  to  appear 
before  this  subcommittee  to  discuss  Community  Reinvestment  Act 
(CRA)  reform.   The  Community  Reinvestment  Act  is  vitally 
important  to  ensuring  that  all  segments  of  communities  have 
access  to  adequate  credit  to  help  meet  their  needs.   We  at  the 
Federal  Reserve  Board  believe  that  the  law  has  produced 
substantial  benefits,  even  though  it  has  not  --  nor  should  it  be 
expected  to  have  --  cured  all  the  problems  that  still  plague  many 
of  our  cities. 

As  you  know,  however,  the  federal  financial  institution 
regulatory  agencies  are  actively  engaged  in  an  effort  to  reform 
CRA  by  amending  our  regulations.   We  hope  to  make  them  more 
objective  and  the  ratings  under  them  more  uniform  while,  at  the 
same  time,  imposing  less  paperwork  burden.   This  effort  is  a 
challenging  one;  it  involves  a  substantial  commitment  by  the 
agencies  and  encompasses  many  difficult  issues.   We  also  are  very 
conscious  of  the  fact  that  what  we  do  could  significantly  affect 
financial  institutions  and  the  public  alike  and  that  care  must  be 
exercised  for  such  an  important  project.   As  we  are  midway  in  the 
process  and  still  receiving  comments  from  the  public,  our  report 
to  you  necessarily  will  be  somewhat  preliminary. 

History  of  CRA  and  the  Current  Reform  Effort 

Before  discussing  the  proposal  to  reform  CRA,  I'd  like 
to  briefly  review  the  law  and  a  little  of  its  history,  since  that 
history  is  very  relevant  to  the  reform  project.   The  Community 


139 


2 

Reinvestment  Act  calls  for  the  financial  regulatory  agencies  to 
use  their  examination  authority  to  encourage  institutions  to  help 
meet  the  credit  needs  of  their  communities,  including  low-  and 
moderate- income  areas,  consistent  with  safe  and  sound  business 
practices.   The  agencies  are  required  to  assess  the  community 
lending  records  of  the  institutions  they  supervise  as  part  of 
their  examinations  and  to  take  into  account  those  records  in 
considering  applications.   The  law,  however,  gives  no  other 
indication  how  the  agencies  are  to  accomplish  these  tasks,  and 
does  not  define  key  concepts,  such  as  how  an  institution's 
community  is  defined  or  what  constitutes  satisfactory 
performance.   A  considerable  responsibility,  therefore,  was 
placed  by  Congress  on  the  agencies. 

The  regulations  adopted  in  1978  by  the  financial 
regulatory  agencies  focused,  at  least  in  part,  on  factors  related 
to  the  process  used  by  institutions  to  determine  the  credit  needs 
of  their  community  and  how  they  responded  to  those  needs.   To 
avoid  credit  allocation,  and  to  allow  for  the  maximum  amount  of 
creativity  by  institutions  in  meeting  the  varying  credit  needs  of 
their  localities,  these  regulations  did  not  attempt  to  prescribe 
any  particular  level  of  lending.   Instead,  the  evaluation  of  a 
financial  institution's  performance  has  been  based  on  the 
application  of  twelve  assessment  factors,  including  how  community 
credit  needs  are  ascertained,  the  geographic  distribution  of 
loans,  the  record  of  opening  and  closing  branches  and  providing 
services,  participation  in  local  community  development  projects. 
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and  the  financial  and  legal  capability  of  the  institution.   In 
determining  how  well  an  institution  ascertains  the  credit  needs 
of  its  community,  examiners  have  taken  into  account  such  matters 
as  the  institution's  -community  outreach  and  credit  marketing. 

In  the  course  of  our  review  of  CRA,  we  have  heard  from 
many  consumer  and  community  groups  about  how  valuable  the  law  has 
been  in  getting  credit  extended  in  low-  and  moderate -income 
areas.   Some  groups  put  the  success  of  CRA  at  $30  billion,  which 
they  estimate  to  be  the  level  of  CRA  commitments  for  new  credit. 
1  suspect  the  total  impact  of  CRA  considerably  exceeds  the  $30 
billion  estimate.   And,  to  date,  this  has  occurred  with  a 
comparatively  light  hand  from  Washington.   Indeed,  one  of  the 
strengths  of  the  present  system  is  that  it  allows  great 
flexibility  in  fashioning  programs  to  meet  the  different  and 
changing  credit  needs  of  this  country's  diverse  communities. 

Despite  the  significant  benefits  that  communities  have 
seen  from  CRA,  the  approach  taken  in  the  regulations,  and  the 
agencies'  implementation  of  that  approach,  has  generated  a  good 
deal  of  criticism.   Financial  institutions  have  frequently 
complained  that  they  are  burdened  from  imprecise  rules  and 
inconsistent  evaluations  on  the  one  hand,  and  overly  prescriptive 
documentation  requirements  on  the  other  hand.   Small 
institutions,  in  particular,  complain  about  the  costs  of 
compliance  and  contend  the  law  is  unnecessary  because  they  must 
serve  their  entire  community  to  succeed.   Further,  it  appears  to 
some  that  there  is  little  incentive  for  institutions  to  try  to 
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achieve  an  outstanding  rating,  especially  when  applications  filed 
by  institutions  with  outstanding  CRA  ratings  may  still  be 
protested  by  the  public. 

Community  representatives  have  complained  that  the 
regulators  emphasize  documentation  of  CRA  activities  in  their 
examinations  of  financial  institutions,  instead  of  actually 
measuring  the  degree  to  which  they  are  meeting  community  credit 
needs.   They  point  to  the  fact  that  almost  90  percent  of 
institutions  receive  "passing"  ratings,  and  the  fact  that  the 
agencies  rarely  deny  applications  for  CRA  reasons  alone,  as 
evidence  that  regulatory  enforcement  of  the  law  has  been  weak. 
They  also  wish  to  have  a  more  formal  role  in  the  evaluation 
process. 

While  we  have  tried  to  respond  to  these  various 
concerns  through  modifying  our  process  and  providing  official 
guidance,  it  has  become  clear  that  CRA  enforcement  needs  a  broad- 
based  review  to  see  whether  improvements  are  in  order  and  if  so, 
what  they  should  be.   Consequently,  the  President  requested  the 
Board,  the  Office  of  the  Comptroller  of  the  Currency,  the  Federal 
Deposit  Insurance  Corporation  and  the  Office  of  Thrift 
Supervision  to  reexamine  the  regulations.   The  President  asked 
the  agencies  to  improve  them  by  addressing  several  areas  of 
concern.   The  objectives  outlined  by  the  President,  which  we  also 
believe  are  important  to  the  ultimate  reform  of  CRA,  include: 
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•  replacing  paperwork  and  process -related  requirements 
with  clear  objective  criteria  that  measure  actual 
performance;  and 

•  working  -together  to  improve  uniformity  in 
evaluations  and  instituting  more  effective  sanctions 
for  consistently  poor  CRA  performance. 

The  ultimate  goal,  according  to  the  President's  request,  is  to 
"replace  paperwork  and  uncertainty  with  greater  performance, 
clarity  and  objectivity."   We  are  in  full  accord  with  this 
objective. 

The  agencies  held  a  series  of  seven  public  hearings 
throughout  the  country  to  gather  information  on  the  best  way  to 
amend  our  CRA  regulations  and  enhance  our  enforcement.   Over  250 
witnesses  testified,  many  raising  common  concerns.   We  were 
strongly  encouraged  to  revise  our  regulations  so  that  CRA 
performance  would  be  evaluated  in  as  objective  a  manner  as 
possible  and  to  give  better  guidance  on  how  different  types  and 
levels  of  performance  will  be  rated. 

While  witnesses  stressed  that  CRA  should  continue  to 
focus  on  lending,  many  also  recommended  that  greater  weight  be 
given  to  investments  (such  as  in  community  development  projects) 
and  the  provision  of  banking  services  (such  as  through  locating 
branches  and  providing  low- cost  accounts  or  noncustomer  check 
cashing) .   Many  witnesses  requested  that  institutions  be  required 
to  collect  more  data  on  the  geographic  distribution  of  loans  in 
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order  that  they  may  be  better  able  to  evaluate  an  institution's 
CRA  performance. 

Representatives  of  smaller  institutions,  on  the  other 
hand,  generally  criticized  the  burden  and  expense  they  bear  from 
existing  documentation  requirements.   Other  witnesses  recommended 
that  institutions  be  allowed  to  develop  their  own  CRA  plans 
against  which  their  performance  would  be  rated,  with  these  plans 
reviewed  by  the  agencies.   Finally,  most  witnesses,  other  than 
those  from  financial  institutions,  opposed  providing  a  safe 
harbor  from  CRA  protests  to  institutions  rated  satisfactory  or 
outstanding. 

Following  these  meetings,  we  developed  the  proposed 
changes  to  our  CRA  regulations  in  conjunction  with  the  other 
agencies  and  published  them  on  December  21,  1993.   Comment  on  the 
proposal  has  been  requested  by  March  24 .   We  have  extended  our 
comment  period  to  that  date  to  accommodate  the  numerous  requests 
for  time  to  do  a  complete  analysis  of  what  is  a  very  complex 
proposal.   We  do  not  know  how  many  comments  will  ultimately  be 
received  and  whether  fundamental  changes  in  cur  proposed  approach 
will  be  called  for.   Although  I  cannot  state  when  a  final  rule 
will  be  adopted,  we  do  intend  to  move  the  process  along  as 
quickly  as  is  appropriate.   And,  I  want  to  emphasize  that  I  would 
not  expect  any  final  rule  to  become  mandatory  until  after  an 
adequate  lead  time  --  particularly  if  the  proposed  data 
collection  requirements,  or  something  similar,  are  retained. 
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Most  important,  I  am  committed  to  making  sure  that  our 
final  rule  will  work.   We  will  do  no  one  any  favors  by 
promulgating  a  rule  that  is  operationally  untenable.   During  this 
comment  period,  1  am  .paying  particular  attention  to  questions 
or  complaints  about  the  details  of  implementation  and  of 
unintended  consequences  from  how  the  proposal  will  work  in 
practice. 

Balancing  Competing  Objectives 

With  this  proposal,  we  have  attempted  to  achieve  the 
difficult  and  important  goal  of  balancing  the  competing  concerns 
of  providing  greater  specificity  on  what  is  expected  on  the  one 
hand  without  dictating  credit  decisions  on  the  other.   The 
proposal  attempts  to  clarify  our  expectations  for  CRA  performance 
by  (1)  creating  a  new,  more  numerically  driven  system  for 
assessing  CRA  performance  in  three  critical  elements:  first  and 
foremost,  lending,  and  secondarily,  services  and  investments;  (2) 
requiring  the  collection  of  data  on  the  number,  amount,  and 
geographic  location  of  small  business,  small  farm,  and  some 
consumer  loans  to  use  in  the  assessments;  (3)  providing  for 
streamlined  review  of  small  institutions;  (4)  permitting 
institutions  to  submit  their  CRA  plan  in  advance  to  their 
regulator  for  approval  as  an  alternative  to  being  evaluated  under 
the  general  assessment  scheme;  and  (5)  specifying  the  regulatory 
sanctions  that  are  possible  from  noncompliance  with  the 
regulations . 
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You  asked  how  we  balanced  the  competing  interests  of 
financial  institutions  and  community  developers  in  developing  the 
CRA  reform  proposal.   I  would  like  to  think  that  in  most  respects 
the  interests  of  banks  and  community  representatives  are 
consistent  rather  than  at  odds.   Both  want  local  lending 
institutions  to  be  strong  and  viable  so  that  they  will  have  the 
capacity  to  effectively  serve  their  communities  over  the  long 
term.   Both  want  to  assure  that  the  projects  that  are  funded  make 
economic  sense  for  lender  and  borrower  alike.   Both  also  have  a 
common  interest  in  a  CRA  evaluation  system  that  is  fair  and 
consistent,  and  that  avoids  unnecessary  paperwork.   To  be  sure, 
community  groups  may  favor  more  data  collection,  greater  public 
participation  and  more  stringent  accountability  than  some 
lenders,  but  on  balance,  I  believe  there  is  greater  commonality 
of  interest  among  the  groups  in  the  goals  of  reform  than  is  often 
assumed. 

Having  said  that,  however,  there  are  some  specific 
points  in  the  proposal  where  views  may  differ  somewhat  --  for 
example,  on  the  appropriate  cut-off  level  for  the  more 
streamlined  review  procedures  for  "small  banks."   Points  of 
difference  like  this  seem  unavoidable  in  a  proposal  as 
comprehensive  and  complicated  as  ours  and  I'm  sure  the  public 
comment  will  help  us  resolve  some  of  the  disagreements  about  the 
right  approach.   I  can  assure  you  that  we  have  struggled 
throughout  this  process  to  achieve  an  appropriate  balance  to  the 


146 


9 

competing  interests  where  it  does  exist;  how  well  we  have  done 
this  will  be  judged  in  the  public  comment  process. 

Issues  Raised  by  the  .Proposal 

Given  Comptroller  Ludwig's  description  of  the  proposal 
for  the  subcommittee,  I  will  not  also  review  the  details.   As  is 
well  known,  however,  although  the  Board  joined  with  the  other 
agencies  in  seeking  public  comment  on  the  proposal.  Board  members 
have  a  variety  of  concerns  about  the  proposal.   For  example: 

•  The  proposal  is  intended  to  provide  greater 
certainty  to  institutions  in  the  type  of  evaluation  they  might 
expect  to  receive,  primarily  based  on  their  performance  relative 
to  others.   Yet,  measuring  an  institution's  performance  against 
other  lenders  in  the  service  area  at  year- end  means  that  the 
standard  necessarily  will  be  fluid  from  year  to  year. 

Moreover,  the  terms  used  to  describe  different  levels 
of  performance  include  "roughly  comparable, "  "significant 
amount,"  and  similar  words  that  are  anything  but  precise.   These 
general  standards  have  been  proposed,  in  part,  to  avoid  giving 
specific  numbers  which  could  result  in  the  government's  seeming 
to  specify  allocation  of  the  eimount,  type,  or  terms  of  credit  an 
institution  must  provide  for  a  specific  purpose. 

Institutions  will  have  to  speculate  about  the 
activities  of  their  competitors,  and  examiners  will  be  forced  to 
interpret  these  terms  on  a  case-by- case  basis,  when  evaluating 
individual  institutions.   Thus,  an  institution  may  have  some  of 
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the  same  uncertainty  about  how  its  performance  will  be  evaluated 
that  it  has  now.   To  some  extent  therefore,  we  remain  plagued  by 
the  dilemma  of  how  to  provide  better  guidance  and  certainty  in 
the  CRA  area  without  .reducing  needed  flexibility.   Our  proposal, 
ambitious  as  it  is,  may  have  deferred  rather  than  answered  some 
of  the  hard  questions.   Resolving  these  issues  undoubtedly  will 
take  place  over  an  extended  period  of  time  and  this  will 
certainly  prove  frustrating  to  both  financial  institutions  and 
community  groups. 

•  There  may  be  other  problems  associated  with  the 
"market  share"  test.   The  market  share  for  other  than  mortgage 
loans  will  be  computed  only  in  comparison  to  other  depository 
institutions  who  must  report  data.   Leaving  out  small 
depositories  (generally  under  $250  million  in  assets)  and 
nondepositories,  the  percentage  of  those  who  are  subject  to  CRA 
and  included  in  the  market  share  comparison  will  be  low.   In  some 
localities,  a  very  few  or  even  a  single  institution  may  be 
included  in  the  "market."  This  could  cause  practical  problems 
and  anomalous  results. 

•  The  new  requirement  for  summary  reporting  of  the 
number,  amount  and  geographic  distribution  of  small  business, 
mortgage  and  some  consumer  loans  is  a  significant  one.   It  is 
inportant  to  the  goal  of  making  the  CRA  process  more 
quantifiable;  yet  it  could  be  very  costly.   For  covered 
commercial  banks,  the  annual  cost  for  the  small  business  portion 
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of  the  data  collection  alone  could  approach  $21  million.   In  all, 
cibout  3,400  institutions  will  be  required  to  gather  new  data. 

It  is  therefore  a  fair  question  whether  it  is  desirable 
to  impose  the  burden  .of  the  new  data  collection  system,  since  so 
much  subjectivity  necessarily  is  also  a  key  part  of  the  new 
system.   Because  of  these  concerns,  we  have  also  asked  for  a 
discussion  of  burdens  and  benefits  of  this  requirement  in  the 
public  comments. 

•  The  appropriateness  of  the  streamlined  review 
procedure  for  small  institutions  under  $250  million  in  assets 
will  surely  be  questioned  in  the  comments  --as  well  as  the 
impact  of  the  presumption  that  such  small  institutions  have  a 
"reasonable"  loan- to- deposit  ratio  if  it  is  60  percent.   We  have 
heard  from  the  small  banks  who  have  commented  on  the  proposal 
thus  far  that  this  is  an  unrealistically  high  loan-to-deposit 
ratio  for  them,  especially  for  good  quality  loans,  and  we  have 
some  concerns  that  small  institutions  who  want  to  benefit  from 
the  streamlined  CRA  review  might  be  forced  to  imprudently  change 
their  lending  standards  in  order  to  meet  this  presumption. 

•  There  are  other  controversial  and  possibly 
problematic  aspects  to  our  proposal,  such  as  whether  the 
alternative  evaluation  for  banks  with  preapproved  plans  is 
workable,  and  whether  we,  in  fact,  should  be  treating 
institutions  receiving  low  ratings  as  in  violation  of  the 
regulation  and  subject  to  our  enforcement  authority.   These 
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important  issues  will  also  receive  considerable  attention  by  us 
and,  I  hope,  by  the  public. 

Legislative  Amendments 

Last  fall,  when  asked  about  legislative  reform,  I 
testified  that  since  we  were  in  the  middle  of  a  comprehensive 
agency  review  of  CRA,  we  did  not  favor  proceeding  with  the 
legislation  that  was  being  considered  by  this  subcommittee.   Some 
other  issues  not  directly  tied  to  CRA  legislation,  such  as 
community  development  activities,  and  investments  and  services 
pursuant  to  the  Bank  Enterprise  Act,  will  be  affected  by  what  we 
do  in  the  regulatory  area,  of  course,  given  the  proposed  service 
and  investment  rating  components.   But  I  would  counsel  against 
pursuing  legislative  amendments  to  CRA  until  we  see  how  well  our 
regulatory  solution  responds  to  the  public  concerns  that  I 
outlined  earlier.   Ultimately,  there  may  be  need  for  changes  to 
the  law,  but  it  seems  too  early  to  make  that  judgment  at  this 
time. 

Conclusion 

Through  our  internal  review  of  CRA  and  the  public 
hearings  on  CRA  reform,  we  have  been  afforded  a  unique 
opportunity  to  step  back  and  take  a  fresh  look  at  the  enforcement 
of  one  of  the  most  important  and  promising,  yet  controversial, 
laws  affecting  financial  institutions.   In  proposing 
comprehensive  regulatory  reform  of  CRA,  we  have  been  highly 
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aggressive  in  our  approach.   Our  efforts  are  bound  to  generate  a 
good  deal  of  concern  --  for  example,  that  we  are  demanding  too 
much  or  not  enough,  that  we  have  been  too  specific  or  too  vague, 
and  that  we  have  been  too  sensitive  to  small  banks'  concerns 
about  paperwork  burden  or  not  sensitive  enough. 

As  I  said  during  the  Board's  public  deliberations  on 
the  proposed  amendments  to  our  CRA  regulation,  although  I  take  a 
natural  pride  of  authorship  given  the  time  I  have  invested  with 
my  colleagues,  I  am  not  unalterably  wedded  to  this  specific 
proposal.   If  the  public  comment  points  out  serious  flaws, 
particularly  in  the  areas  of  operations  or  implementation,  or  if 
better  ideas  emerge,  I  am  perfectly  willing  to  recommend  to  my 
fellow  regulators  and  members  of  the  Board  of  Governors  that  we 
return  to  the  drawing  board.   We  should  not  hesitate  to  do  so  if 
that  is  the  only  way  to  ensure  to  the  public  that  we  have  done 
the  best  job  possible. 
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February  4,  1994 


The  Honorable  Floyd  Flake 
United  States  House  of  Representatives 
1035  Longworth  Office  Building 
Washington,  DC  20515 


Dear  Congressman  Flake: 

During  your  hearing  on  Community  Reinvestment  Act 
(CRA)  Reform  on  Tuesday,  you  requested  information  on 
the  topic  of  diversity  within  the  Federal  Reserve 
System.   I  have  enclosed,  for  your  information  and 
review,  a  breakdown  of  Federal  Reserve  System  staff  by 
gender  and  race.   I  hope  you  find  this  information 
helpful . 

Should  you  have  any  questions  or  comments  to 
share,  please  do  not  hesitate  to  call  on  ms. 

Sincerely, 
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CONSUMER  AND  COMMUNITY  AFFAIRS  STAFF  AT  THE  FEDERAL  RESERVE  SYSTEM 


RESERVE  BANKS 
10/20/93 

Female 

Male 

Total 

Minority 

39 

14.4% 

39 

14.4% 

78 

28.9% 

Non-minority 

75 

27.8% 

117 

43.3% 

192 

71.1% 

Total 

114 

42.2* 

155 

57.8% 

270 

100.0% 

BOARD 
2/1/94 

Female 

Male 

Total 

Minority 

22 

44.0% 

0 

0.0% 

22 

44.0% 

Non- minora 

•ty 

17 

34.0% 

11 

22.0% 

28 

56.0% 

Total 

39 

78.0% 

11 

22.0% 

50 

100.0% 

SYSTEM  TOTAL 


• 

Female 

Male 

Total 

Minority 

61 

19.1% 

39 

12.2% 

100 

31.3% 

Non- minority 

92 

28.7% 

128 

40.0% 

220 

68.8% 

Total 

153 

47.8% 

167 

52.2% 

320 

100.0% 
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STEPHEN  L  NEAL.  NORTH  CAROUNA 
NYOIA  M   VELAZQUEZ.  NEW  YORK 
MAURICE  HINCHEY.  NEW  YORK 


TiLinWML  (202)  22»-282B 
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U.S.  HOUSE  OF  REPRESENTATIVES 

One  Hundred  Third  Congress 

SUBCOMMITTEE  ON  GENERAL  OVERSIGHT. 

INVESTIGATIONS.  AND  THE  RESOLUTION  OF 

FAILED  FINANCIAL  INSTITUTIONS 

OF  THE 

COMMITTEE  ON  BANKING,  FINANCE  AND  URBAN  AFFAIRS 
ROOM  139,  FORD  HOUSE  OFFICE  BUILDING 

WASHINGTON.  DC  20515-6056 


TOBY  ROTH.  WISCONSIN 
TNOUAS  RIDGE.  PENNSYLVANIA 


OPENING  STATEMENT 

OF 

HONORABLE  FLOYD  H.  FLAKE,  CHAIRMAN 
SUBCOMMITTEE  ON  GENERAL  OVERSIGHT,  INVESTIGATIONS 
AND  THE  RESOLUTION  OF  FAILED  FINANCLU.  INSTITUTIONS 

ON 

WEDNESDAY,  FEBRUARY  2,  1994 

Good  Morning.  I  would  like  to  welcome  our  witnesses  and  thank  them  for  their 
prepared  statements.  I  am  certain  that  you  are  aware  that  the  regulators  were  before  the 
subcommittee  yesterday  to  discuss  their  joint  interagency  proposal  to  improve  the 
effectiveness  of  the  Community  Reinvestment  Act  (CRA)  and  respond  to  congressional 
questions  regarding  their  proposal.  As  each  of  you  knows,  this  reform  is  a  high  priority 
of  the  Clinton  Administration  in  its  effort  to  achieve  economic  renewal  of  low  and 
moderate  income  urban  and  rural  communities,  and  it  is  particularly  important  to  me  as 
one  of  the  principal  sponsors  of  the  Bank  Enterprise  Act,  that  we  do  all  we  can  to  improve 
and  increase  lending  opportunities  to  the  residents  of  our  nation's  low  and  moderate 
income  communities. 


Yesterday's  hearing  was  very  enlightening  in  that  the  regulators  shared  with  the 
subcommittee  the  details  of  their  interagency  proposal;  and  all  of  the  hard  work  that  went 
into  this  massive  effort.  .As  you  may  be  aware,  the  regulators  held  a  series  of  seven  public 
hearings  nationwide  and  received  testimony  from  the  banking  industry,  community  groups 
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and  other  key  sectors  of  the  community.  The  regulators  are  to  be  commended  for  this 
effort  because  not  onl>  ha>e  they  come  up  with  a  workabJe  blueprint,  but  as  Mr.  Ludwig 
stated  in  his  testimony  it  "represents  the  most  extensive  effort  on  the  part  of  the  agencies 
to  solicit  public  views  on  community  reinvestment  since  the  CRA  was  enacted  in  1977." 
Toward  that  end  the  regulators  have  already  extended  the  comment  period  to  March  24, 
1994,  thirty  days  beyond  the  original  deadline  for  comments.  Just  as  I  did  yesterday,  I 
urge  all  affected  parties  to  comment  on  all  aspects  of  CRA  reform,  not  just  elements  which 
may  affect  their  individual  operations. 

The  regulatory  objectives  of  the  new  proposal  are  to  change  CRA's  focus  "to 
emphasize  performance  rather  than  process,  to  promote  consistency  in  assessments,  to 
permit  more  effective  enforcement  against  institutions  with  poor  performance,  and  to 
reduce  unnecessar}'  compliance  burden  while  stimulating  performance."  Whatever  the 
final  reform  package  looks  like,  we  must  remember  that  it  will  not  be  a  cure  all  for 
America's  economic  woes,  but  it  will  be  a  big  step  in  the  right  direction  of  putting 
America  and  its  citizenry  on  the  road  to  full  recovery.  I  can  only  hope  that  the  banking 
industry  will  be  pleased  with  the  final  product  and  that  they  will  provide  the  manpower 
and  resources  necessary  for  implementing  this  reform  successfully.  We  need  your  help 
to  make  CRA  work.    You  are  on  the  front  line. 

With  that  I  would  like  to  welcome  Mr.  James  M.  Culberson,  Jr.,  Co-chair  of  ABA 
Government  Relations  Council  and  Chairman  &  CEO  of  First  National  Bank  and  Trust 
Company;  Mr.  James  Lauffer,  President,  Independent  Bankers  Association  of  America 
(IBAA);  Mr.  Mark  Willis,  President,  Chase  Community  Development  Corporation 
(representing  the  Consumer  Bankers  Association  and  the  Bankers  Roundtable);  and  Mr. 
Tim  Osredker,  Vice-President  for  Compliance,  Farm  and  Home  Savings  Associ 
ation  (representing  the  Savings  and  Community  Bankers  of  America  -  SCBA). 
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Good  morning  Chairman  Flake  and  Members  of  the  Subcommittee.  My  name  is  Tim 
Osredker  and  I  am  Vice  President  for  Compliance  with  Farm  &  Home  Savings 
Association  of  Nevada,  Missouri.  Farm  &  Home  is  a  $3.8  billion  institution  with  virtually 
all  of  its  40  branches  located  in  metropolitan  and  rural  Missouri.  It  is  my  pleasure  to 
appear  today  to  testify  on  behalf  of  the  Savings  &  Community  Bankers  of  America  on 
the  subject  of  Community  Reinvestment  Act  reform.  SCBA  is  our  national  trade 
association  representing  more  than  2,000  community  lending  institutions. 

Overall,  I  would  characterize  our  association  membership's  view  on  CRA  as  follows: 

SCBA  members  are  community  based  lenders  who  are  active  in  both  direct 
lending  as  well  as  indirect  community  development  activities  ranging  from  support 
for  loan  applicant  education  to  providing  grants  for  community  projects. 

The  current  CRA  structure  can  be  improved.  We  have  invested  large  amounts  of 
technological  and  human  capital  into  the  current  system  and  feel  that  it  can  be 
improved  to  emphasize  performance  over  paperwork.  The  current  administration 
proposal  has  some  elements  which  attain  this  goal;  other  sections  create  new  tests, 
new  standards  and  new  enforcement  schemes  that  go  beyond  what  is  necessary 
and  impose  substantial  transactions  costs  to  move  to  the  new  system. 

SCBA  supports  the  concept  of  CRA  plans  and  of  alternative  assessment 
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procedures  for  smaller  banks  and  savings  institutions.   SCBA  has  significant 
concerns  with  the  new  market,  service  and  investment  tests. 

SCBA  seeks  continuing  recognition  of  the  limits  safety  and     soundness 
regulation  places  on  community  reinvestment.  SCBA  members  continue  to  report 
differences  of  opinion  between  CRA  compliance  and  safety  and  soundness 
examiners  in  evaluating  loan  quality. 

I  am  here  today  because  of  my  famihsuity  with  the  nitty-gritty  of  CRA-  how  it  actually 
gets  apphed  and  put  into  action.  As  compUance  officer  for  Farm  &  Home,  I  meet 
regularly  with  community  groups,  ascertain  credit  needs,  and  help  design  products  and 
programs  to  meet  those  needs.  I  find  that  CRA  takes  up  the  lion's  share  of  the 
compliance  program  at  our  institution.  Other  regulations  can  be  reduced  to  rote 
procedures  such  as  Truth-in-Savings  and  RESPA. 

From  my  experiences,  I  draw  three  lessons: 

1)  The  current  CRA  procedure  has  flaws,  but  it  is  a  procedure  with  which  we  have  a 
great  deal  of  experience.  The  President's  call  for  "performance  over  paperwork"  should 
produce  a  clarification  of  the  existing  system  in  which  we  have  committed  a  large 
amount  of  resources,  rather  than  a  wholesale  revision  of  the  system.   Wholesale  revision 
will  create  new  costs  not  only  in  the  "start-up"  of  the  program,  but  also  in  the  long-term 
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operation  of  CRA.  Numerical  standards  like  the  proposed  market  share  analysis  under 
the  lending  test  do  not  offer  the  flexibility  of  the  current  system. 

2)  New  regulatory  incentives  which  encourage  CRA  performance  and  should  be  explored 
by  the  agencies,  just  as  legislative  incentives  such  as  Chairman  Flake's  "safe  harbor"  have 
been. 

3)  In  competing  against  a  broad  spectrum  of  lenders  who  have  no  community 
reinvestment  obligation,  it  is  clear  to  us  that  greater  parity  of  treatment  is  essential. 


1.   Exam  Flexibility 

Since  the  current  CRA  regulations  were  put  in  place,  compliance  officers  have  begun  to 
understand  the  sort  of  documentation  that  is  expected  of  an  institution.  Internalizing 
that  process  --  the  "case  law,"  if  you  will,  of  examiners*  expectations  -  takes  up 
substantial  lead  time. 

The  sheer  variety  of  approaches  to  community  reinvestment  means  that  changes  to  the 
examination  system  will  require  long  lead  time  for  compliance  officers  to  adapt.   In 
community  reinvestment,  the  exceptions  to  uniform  standards  sometimes  overwhehn  the 
rule.   CRA,  I  don't  believe,  is  one  of  those  rules  that  you  can  -  or  should  -  specify  each 
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compliance  method.  If  you  do,  institutions  may  do  only  the  minimum  and  innovative 
programs  created  by  market  forces  and  institution-to-commimity  interaction  will  be 
stifled. 

Also,  community  reinvestment  is  labor-intensive  work  which  may  not  show  up  on  an 
institution's  bottom  line  immediately.  As  a  hypothetical  example,  the  resources  an 
institution  devotes  to  maldng  100  loans  at  sUghtly-below  rate  levels  to  well-qualified, 
lower-income  borrowers  may  approximate  the  resources  that  an  institution  devotes  to 
teaching  30  poorly  qualified  applicants  how  to  rehabilitate  their  credit  histories.  Under 
CRA  exam  standards  that  focus  on  the  quantity  of  loans  made  rather  than  the  quality  of 
those  loans,  the  100  loans  will  score  better  than  the  credit  rehab  effort,  even  though  each 
lender  invests  similar  effort  in  each  program  and  each  program  meets  an  existing 
community  need. 

The  difference  between  secondary  market  lenders  and  portfolio  lenders  presents  a 
similar  dilemma.   Whenever  numerical  performance  exam  standards-  such  as  the 
proposed  market  share  analysis  under  the  lending  test-  are  used,  an  institution  which 
funds  new  loans  by  selling  loans  it  originates  to  the  secondary  market  agencies  has  an 
advantage  over  those  portfolio  lenders  that  make  loans  to  applicants  who  do  not  meet 
secondary  market  standards.  The  secondary  market  lenders  may  generate  more  loan 
volume,  but  the  portfolio  lender  is  making  loans  to  applicants  that  other  lenders  won't 
accept.  Therefore,  the  lending  test  may  penalize  institutions  that  are  using  flexible 
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lending  criteria  to  make  loans  that  the  secondary  markets  and  other  lenders  will  not 
make. 

Finally,  there  are  significant  differences  in  loans  which  are  made  with  government 
support  and  those  that  lenders  arrange  privately.  Farm  &  Home  is  an  active  participant 
in  the  FHA  and  VA  lending  programs.  Under  any  CRA  rule  revision,  institutions  should 
continue  to  receive  credit  for  participation  in  government  programs,  as  they  do  under  the 
current  Assessment  Factor  analysis.  However,  such  participation  should  not  be  required 
of  institutions  regulated  by  CRA.  These  programs  do  involve  significantly  greater 
processing  resources  and  may  not  be  suitable  for  small  institutions. 

In  each  of  these  three  cases,  there  is  a  quality  vs.  quantity  public  policy  choice.  The 
proposed  new  CRA  rule  resolves  this  by  introducing  numerical  market  share  standards 
which  allocate  credit  by  census  tract,  with  some  allowance  for  qualitative  differences  in 
the  loans.  However,  the  current  rule's  flexibility  better  recognizes  the  vital  qualitative 
aspects  of  lending.  Compared  to  the  proposed  rule  in  this  area,  the  current  CRA  rule  is 
a  better  model  to  use  as  the  basis  for  revamping  the  CRA  examination  system. 

What  is  needed  is  not  a  new,  numerical  test  for  market  share,  but  rather  a  clarification 
of  Assessment  Faaors  to  provide  clearer  guidance  for  institutions  and  examiners. 
Especially  for  loans  to  low-  and  moderate-income  borrowers,  sheer  loan  quantity  is  a 
poor  starting  point  for  evaluating  an  institution's  actual  community  reinvestment  effort. 
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2.   Performance  Incentives 

I  have  said  that  community  reinvestment  is  approached  in  a  variety  of  ways,  depending 
on  the  community  and  institutiotu  There  is  one  common  theme  in  all  CRA,  however  - 
the  degree  to  which  institutions  currently  under  CRA  should  serve  the  needs  of  all  the 
lower-  and  moderate-income  applicants  in  a  community.  This  is  a  decision  that  has  reed 
costs,  since  qualifying  lower-income  borrowers  and  making  lower-dollar  loans  is  often  not 
the  most  profitable  use  of  human  and  financial  capital. 

Loans  to  lower-income  borrowers,  as  a  group,  may  not  have  an  inherently  higher  default 
rate.   Farm  &  home  has  found  that  there  is  no  higher  default  rate,  but  many  lenders 
have  found  the  opposite  is  true  in  their  experience.  Instead,  loans  to  low-income 
borrowers  tend  to  be  less  profitable  because  the  revenue  generated  is  less  for  a  smaller 
loan,  while  loan  origination  costs  are  essentially  fixed  when  compared  to  larger  loans.  In 
fact,  given  the  need  to  bring  applicants  unfamiliar  with  the  loan  process  through  its 
details,  costs  are  often  far  higher  for  the  institution. 

We  are  unable  to  raise  fees  or  rates  to  maintain  our  retiun  on  low-dollar  loans,  which 
would  enable  us  to  make  more  of  them.  But  in  Farm  &  Home's  experience,  the  price 
competition  in  this  market  is  so  great  that  we  would  lose  our  business  if  we  did.  This 
price  competition  is  one  of  the  pieces  of  evidence  that  shows  that  CRA.   in  its  current 
form,  has  had  positive  benefit. 
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Our  industry  has  been  making  loans  to  lower-income  borrowers  for  years.  Because  these 
borrowers  often  have  non-traditional  credit  histories,  we  have  made  the  extra  effort  to 
qualify  the  applicant  for  a  loan,  consistent  with  safety  and  soundness  limitations.  Thus, 
our  industry  has  had  significant  credit  rehabilitation  programs  at  work  for  years.  We  have 
looked  to  non-traditional  forms  of  creditworthiness  in  an  applicant's  credit  history,  such 
as  rental  and  utility  payments.  We  have  introduced  "second-look"  review  programs. 

These  resource  allocations  often  do  not  generate  the  return  that  an  institution  would  get 
if  it  invested  those  resources  elsewhere.  But  such  investments  are  vital  to  this  industry's 
role  as  community  lenders.  Perversely,  these  labor-intensive  investments  would  be 
discouraged  imder  the  proposed  CRA  rule  that  counts  actual  loan  volume  first  and  loan 
quality  second. 

Because  resource  aUocation  to  lower-income  applicant  loans  and  applicant  qualification 
programs  tends  to  yield  a  lesser  return,  the  proper  way  to  encourage  community 
reinvestment  is  to  provide  incentives  in  the  regulatory  structure  for  institutions  to  make 
more  resource  investments  like  the  ones  I've  mentioned.  Reduce  CRA  compliance  costs 
for  institutions  that  are  carrying  out  lower-  and  moderate-income  programs  of  all  types  - 
programs  which  are  perhaps  less-profitable,  but  no  less  socially  valuable  activities. 

The  proper  way  to  treat  institutions  that  make  a  large  number  of  these  loans  and 
undertake  these  projects  is  to  reward  the  institutions  that  outperform  the  rest  of  the 
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market  Let's  focus  on  incenuves  lor  new  loans  ana  projecis  unaenaKen. 

-  An  incentive-based  approach  rewards  those  institutions  that  are  doing  the  best 
job  of  reinvestment  in  their  entire  community.  As  long  as  we  want  to  put  performance 
over  paperwork,  then  we  should  reward  the  proven  performers  with  less  paperwork  and 
other  incentives. 

-  An  incentive-based  approach  gives  institutions  a  real,  bottom-line  reason  to 
incur  the  additional  costs  of  making  more  small-dollar  loans,  investing  in  more 
community  loan  programs,  and  establishing  more  credit  counseling  programs.  Full 
funding  for  the  Bank  Enterprise  Act  is  one  praiseworthy  example  of  this  incentive. 

~  An  incentive-based  approach  to  CRA  performance  is  indicated  by  the  language 
of  the  Act  itself—  which  calls  on  the  agencies  to  "encourage"  lending  to  all  immunity 
sectors.  The  agencies  have  asserted  the  use  of  enforcement  authority  ~  but  there  is 
more  they  can  do  to  encourage  rather  than  mandate  performance. 

Incentives  include  the  safe  harbor  in  the  deposit  facility  application  process  that 
Chairman  Flake  has  proposed  ~  an  incentive  SCBA  has  supported  in  earlier  testimony 
and  continues  to  support.  This  is  an  excellent  idea  which  deserves  enactment. 

There  are  also  ideas  such  as  less  frequent  examinations  for  proven  performers, 
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something  SCBA  recommended  in  September  which  we  are  glad  to  see  in  the  agencies' 
proposal.  The  whole  idea  of  a  CRA  business  plan—  where  institutions  shift  their 
investment  of  resources  from  compliance  to  community  outreach-  is  another  incentive 
SCBA  proposed  which  we  are  glad  to  see  has  been  adopted  in  the  proposed  rule. 

Other  incentives  could  be  tested.  Agencies  might  expand  the  applicability  of  the  smaller 
institution  assessment  option  to  a  wider  range  of  institutions,  particularly  tho«e 
institutions  which  received  an  "Outstanding"  rating  on  their  last  federal  CRA 
examination.  This  assessment  option  is  a  cheaper  form  of  compliance  than  the  larger 
institution  assessment  method,  particularly  in  light  of  the  HMDA-like  reporting  burden 
larger  institutions  must  incur  under  the  proposed  rule. 

SCBA  would  support  removing  the  proposed  CRA  loan  reporting  requirement  for 
institutions  that  have  done  community  outreach  necessary  to  come  up  with  a  CRA 
"business  plan." 


3.  Extend  CRA  to  Unregulated  Lenders 

Finally,  many  of  the  sources  of  credit  that  are  not  covered  by  CRA  argue  that  they  don't 
want  to  be  included  because  CRA  is  unworkable.  In  my  experience,  institutions  against 
which  Farm  &  Home  competes  that  are  not  subject  to  CRA  have  a  substantial  advantage 
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-  the  ability  to  freely  loan  in  any  geographic  area  in  any  amount 

If  the  intent  is  to  maximize  the  private-industry  resources  that  can  be  directed  at  low- 
and  moderate-income  borrowers,  then  the  pool  of  funds  for  community  reinvestment 
capital  can  be  enhanced  by  focusing  outside  the  class  of  institutions  currendv  regulated 
under  CRA.  Credit  unions,  mortgage  companies,  finance  companies-  even  mutual  funds, 
as  Congresswoman  Waters  projjoses-  together  conduct  a  far  larger  share  of  financial 
intermediation  today  than  do  depository  institutions  now  under  CRA. 

Banks  and  savings  institutions  hold  just  a  third  of  the  nation's  financial  assets,  compared 
with  about  half  when  CRA  was  passed.    Qearly,  institutions  covered  by  CRA  cannot 
meet  all  the  credit  needs  of  the  nation's  communities. 

The  move  to  ease  the  regulatory  burden  on  banks  and  savings  institutions  fits  well  with 
the  need  to  rethink  the  reason  for  including  and  excluding  institutions  fi-om  CRA.  Both 
regulatory  reform  and  CRA  reform  spring  fi-om  the  same  desire-  to  improve  institutions 
to  make  them  more  competitive  for  the  capital  markets  of  the  21st  century.  It  is  possible 
to  achieve  both  goals  together. 

Mr.  Chairman,  we  welcome  these  hearings  and  the  opportunity  to  present  our  views.  As 
we  formalize  our  comments  on  the  proposed  CRA  regulations,  we  urge  you  to  maintain 
youi  interest  in  this  important  subject. 
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Mr.  Chairman,  Members  of  the  Subcommittee,  my  name  is  Mark  Willis.  I  am 
President  of  Chase  Community  Development  Corporation,  a  subsidiary  corporation  of 
The  Chase  Manhattan  Corporation  and  the  Community  Investment  Segment  Manager 
for  Chase.  I  am  also  a  member  of  the  Consumer  Bankers  Association  Community 
Reinvestment  Committee.  I  appreciate  the  opportunity  to  testify  today  on  behalf  of  the 
Consumer  Bankers  Association"'  and  The  Bankers  Roundtable^  (the  Associations) 
about  Community  Reinvestment  Act  reform. 

The  Associations  firmly  believe  that  CRA  has  been  successful  in  promoting 
community  development  and  that  banks  can  continue  to  play  a  key  role  in  achieving  our 
community  development  goals.  We  appreciate  the  extensive  efforts  undertaken  by  the 
financial  institution  regulatory  agencies  to  improve  regulations  under  the  Community 
Reinvestment  Act,  and  we  believe  that  regulatory  reform  --  and  not  legislative  reform  -- 
is  the  best  vehicle  for  addressing  the  concerns  of  financial  institutions,  community 
groups  and  the  public  about  CRA. 

For  a  variety  of  reasons,  CRA  regulation  has  not  fulfilled  everyone's 
expectations.  Some  lenders  have  found  that  the  implementing  regulations  are  too 
process-oriented,  and  many  community  advocates  have  not  seen  as  much  in  the  way  of 
results  as  they  have  wanted.  Many  believe  that  the  current  CRA  regulations  put  too 
much  emphasis  on  documentation  and  not  enough  emphasis  on  providing  credit  to 
improve  our  communities.  These  concerns  have  been  the  driving  force  behind  the 
reform  process. 

But  despite  all  these  problems,  CRA  as  currently  enacted  has  not  been  a  failure. 
It  has  been  responsible  for  successfully  putting  billions  of  dollars  into  low-  and 
moderate-income  communities.  And  it  has  encouraged  many  financial  institutions  to 
recognize  that  there  is  a  market  in  the  revitalization  of  their  communities  and  to  find 
creative  ways  to  address  the  needs  of  low-  and  moderate-income  neighborhoods.  The 
evidence  demonstrates  that  much  progress  has  been  made. 

For  example,  in  October  1992,  the  Consumer  Bankers  Association  released  the 
results  of  its  survey  of  affordable  mortgage  programs  by  financial  institutions.  The 
survey  reviewed  programs  at  140  large  and  medium-size  banks,  thhfts  and  holding 
companies.  While  covering  only  part  of  the  industry,  the  survey  demonstrates  that 
banks  have  been  making  a  major  commitment  to  affordable  mortgage  programs  and 


'  The  Consumer  Bankers  Association  was  founded  in  1919  to  provide  a  progressive  voice  for  the 

retail  banking  industry.  CBA  represents  approximately  750  federally  insured  bank  and  thrift  institutions 
that  hold  more  than  80  percent  of  all  consumer  deposits,  and  more  than  70  percent  of  all  consumer  credit 
heid  by  federally  insured  depository  institutions. 

2  The  Bankers  Roundtable  is  an  organization  of  about  115  of  the  nation's  largest  banking 

organizations.  The  Bankers  Roundtable  was  founded  in  mid-1 993  through  the  merger  of  the  Association 
of  Reserve  City  Bankers  and  the  Association  of  Bank  Holding  Companies. 
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related  efforts  to  increase  mortgage  lending  to  minorities  and  low-  and  moderate- 
income  consumers. 

In  1 992,  more  than  90  percent  of  the  banks  surveyed  had  programs  to  increase 
mortgage  lending  to  the  target  groups  -  -  the  most  common  of  which  involves  more 
flexible  underwriting  criteria.   In  addition,  a  large  majority  of  the  banks  are  providing 
automatic  reviews  of  mortgage  loan  rejections,  stepped-up  marketing  to  minorities, 
credit  counseling  and  employee  sensitivity  training.  The  programs  are  quite  new:  on 
average,  they  are  only  two  and  one  half  years  old.  Therefore,  the  benefits  are  only 
beginning  to  be  visible  but  the  early  signs  suggest  that  efforts  under  the  present  system 
will  be  increasingly  evident  as  these  programs  are  refined  and  enhanced  based  on 
actual  experience. 

CBA  repeated  its  survey  in  1993,  and  the  survey  shows  significantly  increased 
efforts  to  provide  affordable  mortgage  products.  The  overwhelming  majority  of  banks 
surveyed  for  1993  offer  products  which  involve  lower  down-payments,  make  use  of 
alternative  credit  history  standards,  or  feature  flexible  debt-to-income,  loan-to-value,  or 
credit  history  standards.  Eighty-eight  percent  of  the  103  respondents  have  a  policy  that 
automatically  requires  a  review  of  rejected  loan  applications.  The  number  of  loans 
originated  under  affordable  mortgage  programs  by  the  surveyed  banks  and  the  total 
dollar  volume  of  those  loans  also  substantially  increased  from  1 992  to  1 993. 

In  addition,  the  CBA  recently  compiled  a  compendium  of  existing  community 
development  activities  and  vehicles  used  by  financial  institutions.  This  compendium, 
entitled,  "Taking  Responsibility.  Financing  America's  Community  Development  in 
1993,"  shows  both  the  large  number  of  programs  and  the  great  variety  of  mechanisms 
employed  for  CRA-related  lending  --  whether  affordable  mortgage,  small  business  or 
consumer  lending.   In  each  case,  banks  choose  the  methods  of  achieving  their  goals 
that  are  best  suited  to  their  product  offerings  and  the  needs  of  their  local  communities. 

The  compendium  displays  the  gamut  of  programs  in  existence,  from  bank 
community  development  corporations  to  small  business  investment  corporations  to 
community  development  loan  funds.  It  demonstrates  the  tremendous  commitment  to 
CRA  lending  by  fmancial  institutions,  and  belies  the  argument  that  banks  are  not 
actively  engaged  in  this  effort.  The  compendium  is  currently  being  updated  and  we  will 
make  it  available  to  the  Subcommittee  when  it  is  ready. 

The  surveys  and  the  compendium  offer  evidence  of  the  increasing  success  of 
CRA.  Nevertheless,  CRA  regulation  can  be  improved.  Changes  can  be  made  that 
Vi/ould  (1)  reward  performance  over  process,  (2)  provide  sufficient  flexibility  to  enable 
institutions  to  adjust  to  local  needs  using  their  own  unique  strengths  and  product 
offerings,  (3)  improve  the  consistency  of  the  examination  and  enforcement  process, 
and  (4)  create  greater  incentives  to  encourage  outstanding  achievement.   Regulatory 
changes  must,  however,  be  aimed  at  preserving  and  encouraging  the  areas  of  success 
under  current  CRA  regulations.   No  one  wants  changes  that  will  divert  resources  from 
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or  otherwise  seriously  undermine  the  successful  CRA  programs  and  activities  currently 
in  place. 

We  believe  that  any  necessary  changes  in  CRA  are  best  effected  by  the 
financial  institution  regulatory  agencies  and  that  legislative  reform  is  not  necessary. 
We  find  the  agencies'  CRA  reform  proposal  a  good  indication  of  precisely  how  difficult 
it  is  (even  within  the  relatively  flexible  realm  of  bank  regulation)  to  improve  the  existing 
system.  In  endeavoring  to  respond  to  the  concerns  of  the  community,  including  its 
bankers,  the  particular  proposal  issued  by  the  agencies  raises  many  important  issues 
that  must  be  resolved  favorably  before  we  can  be  certain  {hat  it  will  represent  an 
improvement  over  the  present  form  of  CRA  regulation. 

CRA  reform  should  result  in  greater  clarity  and  certainty  with  respect  to  what 
activities  "count"  as  CRA  activities,  but  reform  should  not  create  a  rigid  structure  that 
inhibits  creativity  and  flexibility.  CBA's  compendium  of  community  development 
activities  and  vehicles  shows  that  there  is  a  great  variety  of  CRA  programs  currently  in 
existence.  We  do  not  want  to  see  changes  that  would  in  any  way  stifle  the  ability  of 
institutions  to  fashion  unique  programs  tailored  to  their  communities'  needs  and  the 
bank's  own  strengths. 

We  have  asked  for  and  received  additional  time  from  the  regulators  for  public 
comment  on  the  proposal.  We  believe  that  the  additional  time  will  be  necessary  to 
address  all  the  issues  raised  by  the  agency  proposal.  For  purposes  of  this  hearing,  we 
v^rould  now  like  to  discuss  some  of  the  most  serious  issues,  the  first  being  those  raised 
by  the  Lending  Test. 


LENDING  TEST 

First  and  foremost  we  are  concerned  about  whether  the  market  share  formula  is 
the  appropriate  way  to  measure  the  performance  of  financial  institutions  in  meeting 
community  needs.  The  market  share  formula  (which  is  the  primary  component  of  the 
Lending  Test)  compares  an  institution's  market  share  of  loans  in  low-  and  moderate- 
income  areas  to  its  market  share  elsewhere  in  its  lending  area. 

We  believe  the  market  share  formula  may  be  an  imperfect  and  risky  way  to  test 
CRA  compliance  because  it  would  encourage  financial  institutions  to  engage  in  unsafe 
and  unsound  practices.  Competing  institutions  will  be  tempted  to  "buy"  market  share 
through  aggressively  low  lending  standards,  thereby  potentially  undermining  safety  and 
soundness  and  jeopardizing  the  very  neighborhoods  and  people  we  seek  to  serve. 

A  lender  will  not  be  judged  on  whether  it  is  actually  helping  to  meet  local  credit 
needs,  but  instead  on  its  market  share  of  CRA  loans  compared  to  other  institutions 
located  in  its  market  area.  Thus,  it  does  not  necessarily  yield  more  loans  in  the 
community.  A  lender  will  only  excel  at  the  expense  of  one  or  more  competitors 
regardless  of  absolute  performance.  Whether  a  lender  obtains  adequate  market  share 
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in  low-  to  moderate-income  loans  is  likely  to  have  more  to  do  with  the  competition 
among  lenders  in  their  market  area  than  with  true  CRA  performance.   Lenders  will  be 
tempted  to  sacrifice  their  lending  standards  to  protect  or  increase  their  market  share. 
The  result  could,  therefore,  be  the  same  volume  of  loans  having  lower  credit  quality. 

Additionally,  because  the  test  is  an  annual  one  based  on  past  performance,  in 
competing  for  market  share  banks  will  be  essentially  working  in  the  dark.  Since  the 
reporting  is  only  annual,  banks  will  not  be  able  to  monitor  their  own  performance 
relative  to  the  performance  of  their  competitors  during  the  year.  They  may  think  they 
are  doing  well,  but  they  will  not  know  for  sure  until  they  see  the  competition's  figures 
(by  which  time  it  will  be  too  late). 

The  examiners  will  rely  on  reported  data  to  determine  market  share 
performance,  but  by  the  time  of  the  exam,  the  reported  data  is  likely  to  be  stale.  The 
lender  will  not  be  graded  on  its  current  performance  but  on  its  historical  performance. 
Evidence  that  an  institution's  current  performance  is  better  than  its  past  performance 
will  require  extensive  documentation  of  the  type  CRA  reform  was  supposed  to 
eliminate,  and  with  no  indication  of  the  weight  it  will  receive  during  an  exam. 

The  Lending  Test  also  fails  to  provide  sufficient  weight  to  provide  incentives  for 
many  activities  that  are  necessary  to  promote  community  development.  It  allows  for 
certain  adjustments  if  an  institution  makes  a  substantial  amount  of  loans  requiring 
innovative  underwriting  or  loans  for  which  there  is  special  need,  such  as  loans  for  multi- 
family  housing  construction  and  rehabilitation,  loans  to  start-up  or  very  small 
businesses,  loans  to  community  development  organizations  or  facilities,  loans  to 
community  development  lending  institutions,  and  loans  to  very  low-income  individuals 
and  areas.  The  proposal  states  that  the  agencies  will  give  these  loans  particular 
consideration.  An  adjustment  to  the  score  could  also  be  made  if  the  institution  employs 
a  "second  look"  program  for  denied  applicants. 

We  are  concerned  that  the  proposal  gives  inadequate  weight  to  some  of  the 
most  valuable  activities  that  institutions  engage  in  for  community  development.  These 
are  some  of  the  vital  programs  that  have  burgeoned  under  CRA,  and  any  successful 
revision  to  CRA  should  give  them  the  consideration  they  deserve  and  encourage  their 
continued  development. 


INVESTMENT  TEST 

The  Investment  Test  would  measure  "qualified  investments"  in  organizations  or 
initiatives  that  foster  community  development,  small  and  minority-owned  business 
development,  or  affordable  housing  lending,  including  state  and  local  government 
agency  housing  or  revenue.  An  outstanding  rating  would  be  given  for  investments  that 
are  substantial  when  compared  with  the  institution's  risk-based  capital. 
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We  are  concerned  that  comparing  qualified  investments  to  risk-based  capital 
essentially  penalizes  well-capitalized  banks.  The  current  regulatory  structure 
encourages  a  large  capital  base,  but  the  CRA  proposal  would  set  a  higher  investment 
standard  for  these  banks.  For  this  reason,  we  prefer  to  see  qualified  investments 
measured  against  some  more  appropriate  benchmark.  We  are  currently  working  on 
alternative  methods  of  assessing  investment  performance. 

Regarding  the  coverage  of  the  Investment  Test,  we  are  troubled  by  the 
possibility  of  failing  to  get  credit  or  failing  to  get  sufficient  credit  for  significant 
investments.  For  example,  it  fails  to  include  low-income  housing  tax  credits  as  qualified 
investments.  In  addition,  it  gives  only  secondary  consideration  to  partnerships  with 
community  organizations. 


STRATEGIC  PLAN 

Although  we  generally  support  the  agencies'  efforts  to  provide  an  alternative 
means  of  achieving  CRA  compliance,  we  are  concerned  that  permitting  adoption  of  a 
strategic  plan  is  not  a  real  alternative  unless  the  institution's  strategic  plan  is  permitted 
to  address  local  needs  by  departing  from  the  standards  set  forth  in  the  CRA 
regulations.  It  is  unclear  how  many  institutions,  if  any,  would  choose  to  submit  a 
strategic  plan  for  approval  (which  would  be  the  basis  of  its  CRA  assessment)  if  the 
institution  is  actually  still  subject  to  the  lending,  investment  and  service  tests.  The  only 
result  of  submitting  a  plan  would  be  a  double  CRA  review,  first  under  the  plan  and  then 
under  the  regulations. 

Beyond  this,  the  fact  that  the  plan  must  be  published  for  comment  makes  what  is 
ostensibly  a  business  plan  into  a  pubic  document.   In  the  competitive  environment  that 
would  be  created  by  the  need  to  achieve  market  share,  this  would  make  the  plan  option 
undesirable. 


APPLICATIONS 

Under  the  agencies'  proposal,  the  CRA  rating  would  continue  to  be  an  important 
and  often  controlling  factor  in  assessing  the  CRA  aspect  of  a  regulatory  application. 
We  support  this,  but  encourage  the  agencies  to  provide  even  greater  certainty  to 
institutions  of  the  impact  of  an  outstanding  CRA  rating.   Having  a  regulatory  application 
held  up  for  CRA  reasons,  either  as  a  result  of  community  protests  or  at  the  initiative  of 
the  regulators,  is  extremely  costly.  To  eliminate  or  substantially  reduce  that  risk  for 
institutions  rated  outstanding  would  be  a  great  incentive  for  institutions  to  achieve  that 
rating.  The  regulations  should  offer  more  assurance  that  CRA  factors  would  not  defeat 
an  application  of  an  institution  with  an  outstanding  rating.  We  agree  with  the  concept 
that  institutions  with  outstanding  CRA  ratings  should  be  examined  for  CRA  less 
frequently,  and  would  encourage  the  use  of  any  further  incentives  to  achieving 
outstanding  ratings. 
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SMALL  BUSINESS  DOCUMENTATION  AND  DATA  COLLECTION 

We  are  quite  concerned  that  the  additional  data  collection  requirements  could 
inadvertently  result  in  a  substantially  increased  burden  to  depository  institutions.  This 
may  be  true  for  three  reasons.   First,  it  will  be  extremely  difficult  for  financial  institutions 
to  gather  and  report  the  required  information  on  small  business  loans.  Many  financial 
institutions  do  not  require  a  small  business  to  complete  a  loan  application,  and  those 
that  do  often  do  not  request  an  application  until  the  loan  is  about  to  close.  Requiring 
financial  institutions  to  change  this  practice  will  be  costly,  and  may  deter  small 
businesses  from  approaching  banks  for  loans. 

Second,  collecting  information  on  the  average  annual  gross  receipts  for  service 
businesses  and  the  number  of  employees  for  manufacturing  businesses  will  be 
extremely  costly.  At  present,  institutions  collect  small  business  data  for  Call  Reports  by 
loan  size.  Substantially  more  cost  would  be  involved  if  they  would  also  have  to 
determine  and  monitor  the  sales  volume  and  employee  size  of  every  loan  customer. 

Finally,  the  time  period  allowed  for  collecting,  checking  for  accuracy  of,  and 
reporting  the  data  appears  impossibly  short.  We  recommend  that  the  January  31 
deadline  for  reporting  summary  CRA  data  for  the  previous  calendar  year  be  extended 
to  a  more  realistic  deadline,  such  as  March  31.  At  present,  institutions  have  until 
March  1  to  report  the  Home  Mortgage  Disclosure  Act  data  and  are  barely  able  to 
accomplish  it  in  many  cases.  The  difficulties  would  be  enhanced  (not  diminished) 
under  the  proposal. 


TRANSITION  PERIOD 

Finally,  the  transition  period  is  far  too  short  to  allow  banks  the  needed  time  to 
adjust  to  the  new  regimen.  CRA  is  being  reinvented.  Under  the  proposed  scheme, 
financial  institutions  will  have  to  completely  change  their  business  practices. 
Examiners  will  need  extensive  training  and  field  experience.  Massive  amounts  of  new 
data  will  be  collected  and  reported,  with  all  the  attendant  problems  of  software  creation 
and  modification  and  error  prevention.  Yet  the  regulation  will  allow  very  little  time  (only 
a  few  months  at  best  from  issuance  of  a  final  regulation)  before  data  will  have  to  be 
collected  (July  1 ,  1 994),  and  only  a  short  interval  during  which  the  new  approach  will  be 
optional  (April  1 ,  1 995-July  1 ,  1 995).  Many  banks  will  not  even  be  examined  during  that 
period.  Those  that  are  examined  will  be  measured  against  market  share  data 
concerning  a  very  brief  period,  with  the  result  that  the  test  may  be  even  less 
meaningful.  In  light  of  the  dramatic  nature  of  the  changes  in  CRA  requirements  made 
by  this  proposal,  we  think  that  imposing  the  data  collection  and  reporting  requirements 
effective  July  1 ,  1994  does  not  give  institutions  sufficient  time  in  advance  of  that  date  to 
revise  their  policies  and  procedures. 

We  are  also  troubled  by  the  difficulty  institutions  will  have  planning  for  the  future 
during  the  first  years  of  the  new  exam  procedures.  Data  on  previous  years  will  be 
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unavailable  and  institutions  will  not  be  able  to  make  meaningful  decisions  about  the 
future.  Some  attempts  have  been  made  in  the  proposal  to  minimize  the  harm  to 
institutions  duhng  this  transition  period;  how/ever,  we  would  welcome  even  greater 
efforts  to  treat  this  period  as  a  "trial  run." 


CONCLUSION 

In  summary,  we  are  troubled  with  a  number  of  the  provisions  of  the  reform 
proposal  and  are  working  on  developing  our  response  to  the  agencies.  Nevertheless, 
we  do  believe  that,  given  the  flexibility  of  the  CRA  statute,  regulatory  changes  provide  a 
more  workable  mechanism  for  implementing  ongoing  improvements  in  CRA  than  new 
legislation.  We  are  grateful  to  have  been  given  the  opportunity  to  offer  our  views  on 
CRA  reform. 
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Mr.  Chairman,  I  am  James  R.  Lauffer  and  I  am  Chairman,  President,  and  CEO  of  the  First 
National  Bank  of  Herminie  in  Irwin,  Pennsylvania.    I  am  also  President  of  the  Independent 
Bankers  Association  of  America.   The  IBAA  is  the  only  national  trade  association  that 
exclusively  represents  the  interests  of  community  banks. 

We  appreciate  the  opportunity  to  testify  about  the  Administration's  proposed  Community 
Reinvestment  Act  regulations.   They  respond  to  the  President's  directive  to  improve  the  CRA 
process  in  ways  that  "minimize  the  compliance  burden  on  financial  institutions  while 
stimulating  improved  CRA  performance." 

The  CRA  reform  initiative  was  based  on  the  recognition  that  CRA  is  one  of  the  most 
burdensome  and  least  effective  regulations.   We  commend  the  regulators  for  recognizing  that 
local  community  banks  shouldn't  be  under  the  same  paperwork  requirements  as  multinational 
and  multistate  institutions.    We  strongly  support  the  proposed  streamlined  examination 
process  for  banks  under  $250  million. 

My  testimony  today  will  discuss  this  feature  of  the  regulations,  as  well  as  other  key 
aspects.    In  the  near  future  the  IBAA  will  be  submitting  formal  comments  to  the  agencies  and 
I  ask  that  you  accept  these  comments  into  the  record  of  this  hearing. 

A  TIERED  REGULATORY  SYSTEM 

The  current  CRA  enforcement  scheme  treats  large,  multinational  and  regional  banks 
the  same  as  community  banks.   This  is  unjustified.    Both  the  banks  and  the  markets  they 
serve  are  completely  different.    About  the  only  thing  my  bank  has  in  common  with  Bankers 
Trust  or  J. P.  Morgan  is  the  fact  that  we  both  accept  deposits  and  have  commercial  bank 
charters. 

In  1992  the  Financial  Institutions  Subcommittee  recognized  this  fact  and  adopted  an 
amendm.ent  offered  by  Representative  Kanjorski  exempting  from  CRA  all  institutions  under 
$150  million  in  assets  and  all  rural  institutions  under  $250  million.   The  full  committee 
dropped  the  provision  in  a  deal  with  the  Bush  Administration  over  an  unrelated  provision. 
The  current  proposal  builds  on  the  principle  behind  the  Kanjorski  amendment  --  that 
community  banks  are,  by  definition,  committed  to  serving  their  markets  --   while  maintaining 
the  requirement  that  all  institutions  comply  with  CRA. 

While  the  Community  Reinvestment  Act  covers  all  sizes  of  institutions,  it  is  flexible. 
The  statute  provides  regulators  with  ample  authority  to  ease  the  compliance  burden  imposed 
on  community  banks. 

Some  have  claimed  that  the  proposed  streamlined  examination  system  for  banks  under 
$250  million  in  assets  is  inconsistent  with  the  legislative  history  of  CRA.    However,  there 
was  no  discussion  or  reference  in  any  of  the  committee  reports  or  floor  debate  which 
indicates  that  all  banks  had  to  undergo  an  identical  enforcement  scheme.    And,  the  legislative 
history  makes  clear  that  the  Act  was  not  intended  to  require  banks  to  do  any  additional 
paperwork.   The  proposed  streamlined  examination  process  is  completely  consistent  with  this 
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original  intent  by  significantly  cutting  back  the  paperwork  requirements  for  smaller  banks. 
This  is  justified  by  the  fact  that  different  sized  banks  have  differing  abilities  to  comply  with 
regulations. 

Community  bankers  strongly  support  the  goal  of  CRA--investment  in  our 
communities.    Many  community  banks  serve  low-to-moderate  income  residents  since  they 
make  up  the  great  majority  of  our  market.   This  is  where  we  work  and  live.    CRA  as  it  is 
presently  administered  detracts  from  banks  serving  these  communities  by  emphasizing  a 
paper  trail  rather  than  ongoing  lending  performance. 

It  is  our  hope-and  our  prayer-that  CRA  reform  significantly  reduces  the  paperwork 
burden  while  enhancing  the  lending  and  investments  of  the  relatively  few  community  banks 
that  need  improvement. 

We  believe  a  tiered  system  is  consistent  with  President  Clinton's  request  for  an 
improved  CRA  process.    On  July  15,  the  President  said  a  CRA  "system  too  inflexible  to 
recognize  the  real  differences  among  the  circumstances  in  which  our  banks  and  thrifts  operate 
would  poorly  serve  both  our  financial  system  and  our  communities."   The  proposed  CRA 
revisions  differentiate  between  multinational  and  regional  institutions  serving  large, 
metropolitan  areas,  and  the  community  banks  serving  small  towns  and  rural  areas. 

Small  town  America  has  the  "other  side  of  the  tracks"  in  their  towns.    Other  small 
towns  are  comprised  almost  solely  of  low-  and  moderate-income  families.    What  is  often 
overlooked  is  that  the  small  town  community  bank  must  serve  both  sides  of  the  track  if  it  is 
to  survive,  and  more  importantly,  if  its  community  is  to  survive.   This  is  because  in  many 
small  town  communities,  a  large  number  of  residents  have  low-  to-moderate  incomes. 

Existing  regulatory  policies  make  modest  acknowledgements  about  the  need  to 
differentiate  between  small  banks  and  large  banks.    Yet,  most  often,  no  meaningful  burden- 
reducing  distinctions  are  made.    Community  bankers  repeatedly  'estified  during  the 
regulators'  CRA  hearings  that  they  are  being  held  to  the  same  standard-in  terms  of 
documentation  and  paperwork  as  their  larger  competitors.    Banks  with  staffs  of  10  are  being 
asked-and  are  expected~to  do  the  same  as  those  with  staffs  of  thousands.    Banks  in  towns  of 
1,000  are  being  held  to  standards  that  parallel  those  for  multinational  financial  corporations 
operating  nationally  and  serving  the  world. 

What  public  purpose  is  served  by  a  regulatory  system  which  discriminates  against 
community  banks  by  inflicting  them  with  the  same  regulatory  burden  as  multi-billion 
institutions?  What  public  purpose  is  served  by  a  regulatory  structure  that  threatens  the  very 
existence  of  small  community  banks,  and  yes,  even  the  communities  they  serve? 
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STREAMLINED  EXAMINATION  PROCESS 

Not  an  "Exemption" 

The  $250  million  streamlined  examination  process  is  not  an  "exemption."    In 
proposing  this  plan  the  regulators  recognized  that  while  community  banks  must  continue  to 
comply  with  CRA,  they  cannot  bear  the  same  paperwork  burden  as  larger  banks.    Under  the 
new  system  CRA  examiners  will  look  at  a  community  bank's  actual  lending  record. 
Examiners  will  no  longer  require  a  bank  to  prove  that  it  is  trying  to  serve  its  community. 
Instead,  examiners  will  determine  whether  the  bank  is  actually  serving  its  community  by 
reviewing  the  bank's  loan  files. 

Problems  With  the  60%  Benchmark 

The  streamlined  examination  system  has  a  serious  flaw,  however.    To  gain  a 
satisfactory  rating  a  community  bank  must  have  a  60%  loan-to-deposit  ratio,  which  is 
presumed  to  be  reasonable. 

There  are  a  number  of  serious  problems  with  any  fixed  ratio  in  a  regulation  intended 
to  apply  nationwide  to  banks  serving  many  different  markets.  A  fixed  ratio  fails  to  account 
for  differences  among  local  markets  and  for  the  ebbs  and  flows  of  activity  within  markets. 

Many  areas  lack  sufficient  loan  demand,  making  it  impossible  to  meet  an  arbitrary 
60%  test.  For  example,  one  rural  bank  cited  a  number  of  reasons  why  its  loan-to-deposit 
ratio  is  below  60%: 

-  farmers  who  survived  the  agriculture  crisis  of  the  1980s  are  reluctant  to 
bonow; 

-  housing  costs  are  much  lower  than  in  urban  areas  so  loans  are  smaller  and 
run  for  shorter  terms; 

-  real  estate  often  changes  hands  by  land  sale  contract  between  buyer  and  seller 
which  cuts  capital  gains  taxes  and,  incidentally,  generates  no  loan  demand;  and, 

-  many  rural  customers  are  older  people  who  have  substantial  savings  and  do 
little  borrowing; 

These  factors  would  likely  affect  thousands  of  banks  in  rural  and  small-town  America. 
It  makes  no  sense  for  examiners  to  impose  the  60%  benchmark  and  then  require  these 
thousands  of  banks  to  demonstrate  that  a  lower  ratio  is  reasonable. 

In  addition,  many  markets,  particulariy  rural  areas,  experience  significant  seasonal 
variations  as  farmers  take  out  loans  to  plant  crops  or  businesses  buy  inventory  and  then  repay 
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the  loans  later  in  the  year.   A  fixed  loan-to-deposit  ratio  would  not  adequately  reflect  these 
seasonal  variations. 

The  loan-to-deposit  benchmark  also  ignores  much  of  a  bank's  community 
reinvestment  activity.    Banks  are  increasingly  originating  loans  and  selling  them  into  the 
secondary  market.   This  activity  helps  banks'  communities  but  does  not  show  up  in  the  ratio. 
Similarly,  community  banks  effectively  lend  to  local  municipalities  for  infrastructure 
development  by  purchasing  municipal  bonds.   These  are  not  counted  as  loans.    Banks  also 
make  considerable  investments  in  collateralized  mortgage  instruments  and  mortgage-backed 
securities  (CMO  &  MBS).   These  investments  allow  banks  to  suppon  long-term  home 
lending  without  taking  long-term  interest  rate  risk. 

If  the  proposed  60%  loan-to-deposit  test  were  adjusted  to  take  these  factors  into 
account  it  would  make  a  vast  difference.    My  bank's  current  loan-to-deposit  ratio  is  49%. 
That  is  based  on  $84  million  in  loans.    In  1993  the  bank  also  originated  and  sold  $9  million 
in  home  loans  and  invested  $23  million  in  CMOs  and  MBSs.    If  these  were  counted  as  loans 
my  ratio  would  be  67%. 

That  figure  actually  understates  our  bank's  support  for  community  lending,  since  we 
originate  and  sell  a  substantial  amount  of  home  loans  each  year.   Most  of  the  $9  million  we 
originated  last  year  will  remain  outstanding  while  we  continue  to  originate  and  sell  new  loans 
this  year.    By  using  the  secondary  market  this  way  we  can  leverage  our  deposits  and  provide 
an  ever-increasing  amount  of  long-term  financing  to  homeowners  throughout  our  community. 

The  term  "deposit"  also  presents  difficulties,  particularly  for  community  banks  which 
depend  much  more  heavily  than  large  banks  on  deposits  to  fund  their  assets.    In  addition, 
public  deposits  can  be  a  significant  portion  of  a  bank's  deposit  base,  yet  they  are  often  short 
term.   They  are  often  placed  in  the  bank  for  short  periods.    In  short,  they  are  not  "core" 
deposits  available  for  community  lending.    Including  public  deposits  in  the  loan-to-deposit 
ratio  would  further  misrepresent  banks'  lending  activity. 

Because  of  these  factors,  half  of  the  banks  under  $250  million  in  assets  do  not  meet 
the  60%  requirement.    Indeed,  the  regulators  have  said  they  chose  that  figure  because  it  is 
the  median.   Because  it  is  a  national  median,  it  does  not  take  regional  and  local  economic 
differences  into  account  or  the  differences  between  rural  and  urban  banks. 

Hundreds  of  banks  that  are  relatively  close  to  the  60%  ratio  may  try  to  book  enough 
loans  to  reach  a  ratio  which  is  inconsistent  with  safety  and  soundness.   Thus,  the  proposed 
CRA  regulation  could  become  an  artificial  incentive  to  "reach"  to  make  loans  that  a  bank 
should  not  make.     This  could  undermine  the  efforts  of  safety-and-soundness  examiners  who 
have  for  decades  cautioned  community  banks  against  maintaining  a  too-high  loan-to-deposit 
ratio. 
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This  sort  of  artificial  incentive  is  not  only  unwise,  it  is  unnecessary.    Many  bankers 
have  told  me  that  they  wish  that  there  were  more  opportunities  to  make  sound  loans  in  their 
markets. 

Because  of  these  factors,  we  will  recommend  to  the  regulatory  agencies  that  they  drop 
any  reference  to  a  specific  loan-to-deposit  ratio. 

Level  of  Banks  Eligible  for  Streamlined  Examinations 

Though  some  have  argued  that  the  $250  :Tiillion  asset  level  encompasses  too  many 
institutions,  it  only  applies  to  approximately  16%  of  the  banking  industry's  total  assets. 
There  are  many  community  banks  above  that  level  that  operate  with  small  staffs  and  with  an 
intense  local  focus.    They  too  should  be  examined  under  the  streamlined  examination  system. 
Therefor,  we  are  recommending  that  the  regulators  give  community  banks  up  to  $500  million 
in  assets  the  option  of  being  examined  under  the  tiered  system.    Even  this  level  of  coverage 
would  increase  the  level  of  assets  covered  to  approximately  19%. 

We  also  recommend  that  banks  under  S250  million  in  assets  within  somewhat  larger 
holding  companies  be  eligible  for  streamlined  examinations.    Many  of  these  smaller  banks 
are  operated  as  completely  independent  entities  in  widely  separate  markets  and  do  not  have 
any  greater  resources  than  banks  outside  of  holding  companies. 

We  strongly  urge  the  regulators  to  provide  for  regular  adjustments  to  whatever  asset 
cutoff  they  adopt  for  the  tiered  system.    This  is  needed  to  account  for  the  fact  that  banks 
grow  as  a  result  of  inflation,  economic  activity,  and  interest  credited  while  maintaining  the 
same  level  of  staffing.    A  static  asset  level  for  streamlined  examinations  could  discourage 
community  banks  from  growing  and  helping  their  communities  create  jobs. 

Enforcement  Provisions 

Under  the  proposal,  regulators  could  impose  the  full  range  of  enforcement  provisions 
to  enforce  CRA.    Congress  did  not  provide  for  this  when  it  originally  passed  CRA.    It  only 
provided  that  an  institution's  CRA  performance  would  be  a  factor  when  an  agency  considered 
an  application  for  approval  of  a  new  branch,  a  merger,  or  the  like.    We  will  urge  the 
regulators  to  continue  their  current  practice  of  enforcing  CRA  through  the  applications 
process. 


LARGER  BANK  EXAMINATION  SYSTEM 

Service  Areas 

Our  members  -  which  are  fully  examined  for  CRA  compliance  -  must  often  compete 
against  branches  of  larger  banks  that  are  almost  never  visited  by  a  CRA  examiner.   These 
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branches  are  free  to  accept  deposits  and  do  little  else  to  serve  their  community.   The  large 
bank  may  use  some  of  the  deposits  to  make  splashy,  but  relatively  small,  CRA  commitments 
in  far-away  communities.   Otherwise,  these  branches  get  a  free  ride. 

The  proposed  regulations  begin  to  address  this  loophole.   They  would  define  a  bank's 
service  areas  as  those  areas  where  it  makes  most  of  its  direct  loans.    Even  so,  you  should 
understand  that  the  agencies  lack  the  resources  to  examine  all  branches  of  large  banks.    They 
will  have  to  rely  on  sampling.   The  competitive  inequity  will  remain,  though  it  might  be 
somewhat  decreased. 

Other  Financial  Service  Providers 

At  the  time  Congress  passed  the  Community  Reinvestment  Act,  banks  and  savings 
and  loans  played  much  larger  roles  in  the  financial  marketplace  than  they  do  today.   The  cost 
of  federal  deposit  insurance  was  comparatively  low.    Only  commercial  banks  had  direct 
access  to  the  Federal  Reserve's  discount  window.   This  has  all  changed. 

Banks  and  thrifts  have  lost  significant  market  share  to  competitors.   The  cost  of 
federal  deposit  insurance  has  nearly  tripled  since  1989.    In  1991  Congress  gave  securities 
firms  direct  access  to  the  discount  window.    But,  CRA  still  applies  only  to  banks  and  savings 
and  loans. 

Non-bank  institutions  such  as  mutual  funds,  insurance  companies,  and  credit  unions 
benefit  significantly  from  the  Federal  Government's  commitment  to  maintain  the  stability  of 
the  financial  system.    However,  the  government  imposes  no  community  investment 
requirements  on  them.    Given  the  shifts  in  market  share  from  banks  and  savings  and  loans  to 
these  other  financial  players,  a  smaller  and  smaller  share  of  the  financial  marketplace  is 
under  any  CRA  obligations.    Banks  and  thrifts  cannot  singlehandedly  cure  the  problems  CRA 
was  designed  to  address.    We  recommend  that  Congress  expand  CRA  to  encompass  those 
firms  that  are  gaining  a  greater  share  of  the  financial  marketplace. 

CONCLUSION 

We  appreciate  this  opf)ortunity  to  assist  you  in  your  review  of  the  proposed  CRA 
regulations.    We  strongly  urge  you  to  support  the  tiered  examination  system  that  the 
regulators  have  developed  for  community  banks.    Unless  community  banks  can  get  a  break 
from  the  current  heavy  burden  they  will  find  it  increasingly  difficult  to  continue  serving  their 
communities.   That  would  truly  undermine  the  goals  of  the  Community  Reinvestment  Act. 
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ORAL  TESTIMONY  OF  JAMES  R.  LAUFFER 

Mr.  Chairman,  I  am  Jim  Lauffer  and  I  am  Chairman,  President,  and 
CEO  of  the  First  National  Bank  of  Herminie  in  Irwin,  Pennsylvania.  I  am 
also  President  of  the  Independent  Bankers  Association  of  America. 

We  appreciate  the  opportunity  to  testify.   In  the  near  future  the  IBAA 
will  be  submitting  formal  comments  to  the  agencies  and  I  ask  that  you  accept 
these  comments  into  the  record  of  this  hearing. 

The  proposed  CRA  regulations  respond  to  the  President's  directive  to 
improve  the  CRA  process  in  ways  that  "minimize  the  compliance  burden  on 
financial  institutions  while  stimulating  improved  CRA  performance."   This 
initiative  was  based  on  the  recognition  that  CRA  is  one  of  the  most 
burdensome  and  least  effective  regulations. 

We  strongly  support  the  proposed  streamlined  examination  process  for 
banks  under  $250  million.   The  current  CRA  enforcement  scheme  treats 
large,  multinational  and  regional  banks  the  same  as  community  banks.   This 
is  unjustified.   Both  the  banks  and  the  markets  they  serve  are  completely 
different.    About  the  only  thing  my  bank  has  in  common  with  Bankers  Trust 
or  J. P.  Morgan  is  the  fact  that  we  both  accept  deposits  and  have  commercial 
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bank  charters. 

In  1991  the  Financial  Institutions  Subcommittee  recognized  this  fact  and 
adopted  an  amendment  offered  by  Representative  Kanjorski  exempting  from 
CRA  all  institutions  under  $150  million  in  assets  and  all  rural  institutions 
under  $250  million.   The  full  committee  dropped  the  proposal  in  a  deal  over 
an  unrelated  provision.    The  current  proposal  builds  on  the  principle  behind 
the  Kanjorski  amendment  —  that  community  banks  are,  by  definition, 
committed  to  serving  their  markets  —   while  maintaining  the  requirement  that 
all  institutions  comply  with  CRA. 

Community  bankers  strongly  support  the  goal  of  CRA.   Many 
community  banks  seive  low-to-moderate  income  residents  since  they  make  up 
the  great  majority  of  our  market.   This  is  where  we  work  and  live.   CRA  as 
it  is  presently  administered  detracts  from  banks  serving  these  communities  by 
emphasizing  a  paper  trail  rather  than  ongoing  lending  performance. 

The  proposed  streamlined  examination  system  for  banks  under  $250 
million  in  assets  is  consistent  with  the  legislative  history  of  CRA.   The 
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committee  reports  and  floor  debate  do  not  indicate  any  intent  to  require  that 
all  banks  undergo  an  identical  enforcement  scheme.    And,  the  legislative 
history  makes  clear  that  the  Act  was  not  intended  to  require  banks  to  do  any 
additional  paperwork.   The  agencies'  proposal  is  completely  consistent  with 
this  by  significantly  cutting  back  the  paperwork  requirements  for  smaller 
banks. 

We  believe  a  tiered  system  is  consistent  with  President  Clinton's 
request  for  CRA  improvements.   On  July  15,  he  said  a  CRA  "system  too 
inflexible  to  recognize  the  real  differences  among  the  circumstances  in  which 
our  banks  and  thrifts  operate  would  poorly  serve  both  our  financial  system 
and  our  communities."   Currently,  banks  with  staffs  of  10  are  being  asked-- 
and  are  expected~to  do  the  same  as  those  with  staffs  of  thousands.   The 
proposed  CRA  revisions  differentiate  between  multinational  and  regional 
institutions  serving  large,  metropolitan  areas,  and  the  community  banks 
serving  small  towns  and  rural  areas. 

The  $250  million  streamlined  examination  process  is  not  an 
"exemption."     CRA  examiners  will  look  at  a  community  bank's  actual 


185 


4 

lending  record  to  determine  if  it  is  serving  its  community. 

The  streamlined  examination  system  has  a  serious  flaw,  however.   To 
gain  a  satisfactory  rating  a  community  bank  must  have  a  60%  loan-to-deposit 
ratio.    A  fixed  ratio  fails  to  account  for  differences  among  local  markets  and 
for  the  ebbs  and  flows  of  activity  within  markets. 

Many  areas  lack  sufficient  loan  demand,  making  it  impossible  to  meet 
an  arbitrary  60%  test.   In  addition,  many  markets  experience  significant 
seasonal  variations.   Half  the  banks  do  not  meet  the  60%  test.   It  makes  no 
sense  for  examiners  to  impose  it  and  then  require  thousands  of  banks  to 
demonstrate  that  a  lower  ratio  is  reasonable. 

The  loan-to-deposit  benchmark  also  ignores  much  of  a  bank's 
community  reinvestment  activity.   Loans  that  banks  orginate  and  sell  into  the 
secondary  market  help  our  communities  but  do  not  show  up  in  the  ratio. 
Similarly,  community  banks  effectively  lend  to  local  municipalities  for 
infrastructure  development  by  purchasing  municipal  bonds.   These  are  not 
counted  as  loans.   Banks  also  make  considerable  investments  in  collateralized 
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mortgage  instalments  and  mortgage-backed  securities.   These  investments 
allow  banks  to  support  long-term  home  lending  without  taking  long-term 
interest  rate  risk. 

If  the  proposed  60%  loan-to-deposit  test  were  adjusted  to  take  these 
factors  into  account  my  bank's  loan-to-deposit  ratio  would  rise  from  49%  to 
67%. 

The  proposed  CRA  regulation  could  become  an  artificial  incentive  for 
banks  to  "reach"  to  make  loans  that  they  should  not  make.     This  unwise  and 
unnecessary.    Many  bankers  have  told  me  that  they  wish  that  there  were 
more  opportunities  to  make  sound  loans  in  their  markets. 

We  recommend  that  the  agencies  drop  any  reference  to  a  specific  loan- 
to-deposit  ratio. 

Though  some  have  argued  that  the  S250  million  asset  level  encompasses 
too  many  institutions,  it  only  applies  to  around  16%  of  the  banking  industry's 
total  assets.   Many  community  banks  above  that  level  operate  with  small 
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staffs  and  have  an  intense  local  focus.   We  recommend  community  banks  up 
to  S500  million  in  assets  have  the  option  of  being  examined  under  the  tiered 
system.   This  would  only  increase  the  level  of  assets  covered  to 
approximately  19%. 

We  also  recommend  that  banks  under  $250  million  in  assets  within 
somewhat  larger  holding  companies  be  eligible  for  streamlined  examinations. 

Under  the  proposal,  regulators  could  impose  the  full  range  of 
enforcement  provisions  to  enforce  CRA.    Congress  did  not  provide  for  this 
when  it  originally  passed  CRA.   We  will  urge  the  regulators  to  continue  their 
current  practice  of  enforcing  CRA  through  the  applications  process. 

We  appreciate  this  opportunity  to  assist  you  in  your  review  of  the 
proposed  CRA  regulations.   We  strongly  urge  you  to  support  the  tiered 
examination  system.   Unless  community  banks  can  get  a  break  from  the 
current  heavy  burden  they  will  find  it  increasingly  difficult  to  continue 
serving  their  communities.  That  would  truly  undermine  the  goals  of  the 
Community  Reinvestment  Act. 
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TIERED  REGULATORY  SYSTEM  VITAL  TO  ACHIEVING 
GOALS  OF  COMMUNITY  REINVESTMENT  ACT 

WASHINGTON,  D.C.  —  President  Clinton  last  year  asked  the  banking  agencies 
to  rewrite  the  Community  Reinvestment  Act  (CRA)  regulations  to  focus  more  on 
performance  than  paperwork.  Community  banks,  which  have  always  supported  the 
goals  of  CRA,  endorsed  the  President's  call  for  reform,  Vkdth  hopes  that  their 
compliance  burden  would  be  eased. 

Meaningful  CRA  reform  must  include  a  tiered  regulatory  system  that  recognizes 
the  difference  between  small  banks  and  big  banks,  the  Independent  Bankers 
Association  of  America  (IBAA)  today  told  Congress.  IBAA  President  James  R.  Lauffer 
urged  a  House  BarJdng  subcommittee  to  support  the  regulatory  agencies'  proposed 
streamlined  examir\ation  process,  which  would  ease  the  compliance  burden  for  banks 
vmder  $250  million.  The  proposal  is  consistent  with  President  Clinton's  directive  to 
minimize  paperwork  requirements  while  stimulating  community  reinvestment. 

"About  the  only  thing  my  bank  has  in  conunon  with  Bankers  Trust  or  J. P. 
Morgan  is  the  fact  that  we  both  accept  deposits  and  have  commercial  bank  charters, " 
said  Lauffer,  chairman/president/CEO  of  First  National  Bar\k  of  Herminie,  Irwin, 
Pennsylvania.  "Uriless  community  bcmks  can  get  a  break  from  the  current  heavy 
burden,  they  will  find  it  increasingly  difficult  to  continue  serving  their  communities. 
That  would  truly  undermine  the  goals  of  the  Commuruty  Reinvestment  Act. " 

The  streamlined  examirution  process  is  not  an  exemption  for  small  banks, 
Lauffer  emphasized.  Community  banks  strongly  support  the  goals  of  CRA.  Under  the 
tiered  system,  examiners  no  longer  v«ll  require  small  banks  to  prove  they  are  trying 
to  serve  the  community.  Ii\stead,  exanuners  wall  determine  whether  small  banks  are 
actually  serving  the  commuruty  by  reviewing  loan  files. 
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But  the  streamlined  process  has  a  serious  flaw  that  rr>ust  be  struck,  Lauffer  said. 
To  gain  a  satisfactory  rating,  a  community  bank  must  have  a  60  percent  loan-to-deposit 
ratio.  The  benchmark  fails  to  account  for  diverse  local  markets  and  economic 
fluctuations;  this  is  especially  crucial  in  rural  America,  where  seasoi\al  variations 
preclude  the  use  of  a  fixed  ratio. 

In  addition  to  supporting  a  tiered  CRA  system.  Congress  should  expand  CRA 
to  cover  more  than  banks  and  thrifts,  Lauffer  said.  Mutual  funds,  insurance  companies 
and  credit  uruons  have  gained  a  majority  of  the  r\ation's  firiandal-services  market 
share,  v^thout  facing  CRA  obligations.  "Banks  and  thrifts  carmot  singlehandedly  cure 
the  problems  CRA  was  designed  to  address,"  Lauffer  said. 

IBAA  is  the  or\Iy  i\atior\al  trade  association  that  exclusively  represents  the 
interests  of  the  nation's  commuruty  banks. 

### 
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Mr.  Chairman,  I  am  James  M.  Culberson,  Jr.,  Chairman  of  the  First  National  Bank 
and  Trust  Company  in  Asheboro,  North  Carolina.  I  serve  on  the  Board  of  Direaors  of  the 
American  Bankers  Association,  and  I  Co-Chair  the  ABA's  Government  Relations  Council. 
The  American  Bankers  Association  is  the  national  trade  and  professional  association  for 
America's  commercial  banks,  from  the  smallest  to  the  largest.  ABA  members  hold  about  90 
percent  of  the  industry's  total  assets.  Approximately  94  percent  of  ABA  members  are 
community  banks  with  less  than  $500  million  in  assets. 

I  am  pleased  to  be  here  this  morning  to  speak  to  the  Subcommittee  on  the  current 
efforts  to  overhaul  the  regulatory  structure  of  the  Community  Reinvestment  Aa  (CRA).  I 
would  like  to  take  this  opportunity,  Mr.  Chairman,  to  thank  you  and  Mr.  Ridge  for  your 
leadership  in  emphasizing  the  need  to  incorporate  positive  incentives  into  CRA.  Adding 
positive  dimensions  will  help  to  achieve  a  balance  in  CRA  regulation  which  I  believe  would 
benefit  communities  and  bankers  alike. 

Few  regulatory  issues  raise  as  much  emotion  as  CRA.  CRA  began  as  a  simple 
statement  of  community  responsibility  -  that  each  bank  should  meet  the  credit  needs  of  its 
entire  community,  including  low  and  moderate  income  neighborhoods.  I  a:n  in  complete 
agreement  with  this  goal,  as  are  virtually  all  bankers.  The  relationship  between  banks  and 
their  communities  is,  after  all,  a  two-way  street  --  the  profitabilit)'  and  strength  of  my  bank 
rests  squarely  upon  the  economic  health  and  vitality  of  my  community,  the  individuals  and 
local  businesses  that  are  my  depositors  and  borrowers.  I  can  assure  you  that  anyone  who 
does  not  understand  this  relationship  won't  last  long  in  the  business  of  banking. 
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The  problem  bankers  have  with  CRA  is  not  its  philosophy,  but  its  implemcnution. 
Over  the  years,  as  regulators  struggled  to  find  meaningful  ways  to  judge  compliance  with 
CRA,  it  has  simply  grown  into  a  monumental  compliance  nightmare. 

The  fart  is  that  no  one  is  satisfied  with  the  current  administration  of  CRA  --  not 
bankers,  not  community  groups,  not  regulators,  and  not  Congress.  In  response  to  the 
growing  level  of  dissatisfaction,  the  Administration  direrted  the  federal  banking  agencies  to 
rethink  the  implementation  of  CRA.  The  agencies,  in  turn,  have  proposed  sweeping  changes 
in  CRA's  regulatory  structure. 

ABA's  Government  Relations  Council  is  scheduled  to  meet  February  9  and  10,  and 
will  devote  considerable  time  to  discussing  the  details  of  the  proposal.  Since  the  Council  has 
not  yet  considered  the  proposal  in  depth,  my  statement  today  will  deal  with  our  initial 
reactions  to  the  approach  the  regulators  have  taken  rather  than  with  many  of  the  specifics 
of  the  proposal. 

Mr.  Chairman,  we  recognize  that  the  regulators  charged  with  redrafting  CRA  do  not 
have  an  easy  job.  While  the  intent  of  CRA  is  clear  and  straightforward,  designing  an 
appropriate  regulatory  structure  is  anything  but  dczr  and  straightforward,  and  it  is  admittedly 
difficult  to  satisfy'  all  constituencies.  How  do  you  determine  just  how  good  a  job  a  bank  is 
doing  in  meeting  the  credit  needs  of  its  community  without  imposing  huge  reporting 
burdens  and  without  substituting  subjective  regulatory  decisions  for  private  business 
decisions?  How  do  you  design  a  system  that  works  for  both  very  large  and  small  banks? 
How  do  you  design  a  system  that  works  in  urban,  suburban  and  rural  markets?  How  do  you 
design  a  system  that  is  efficient  and  docs  not  allocate  credit? 

Another  question  of  critical  importance  is  at  what  point  does  the  cost  of  compliance 
begin  to  constrain  the  ability  of  banks  to  meet  community  credit  needs?  Only  a  few  short 
months  ago,  the  Administration  and  many  in  Congress  recognized  that  the  excessive 
regulatory  burden  on  the  banking  industry  was  one  of  the  fartors  inhibiting  the  flow  of 
credit  to  small  businesses.  Since  documenting  performance  under  the  current  CRA  system 
is  among  the  most  costly  and  time-consuming  regulatory  burdens,  it  is  vital  that  reform 
efforts  look  carefully  at  this  issue,  and  that  its  importance  not  be  underestimated. 
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Answering  these  and  other  fundamentaJ  questions  on  how  CRA  regulation  should  be 
redrafted  is  a  challenging  task.  In  order  to  help  analyze  the  complex  and  lengthy  proposal 
the  regulators  have  put  forth,  ABA  developed  six  principles.  I  would  like  to  share  these 
principles  with  the  Subcommittee  this  morning. 

The  CRA  system  should: 

►  recognize  differences  in  institutions  and  communities  in  the  CRA  process; 

*■  improve  the  efficiency  of  the  regulatory  process  by  reducing  the  amount  of  required 

documentation  and  paperwork; 

►  provide  realistic  performance  standards  without  credit  allocation  and  without  lowering 
credit  undervvriting  standards; 

*■  emphasize  positive  and  achievable  incentives  to  assist  banks  in  making  the  extra  efforts 

community  development  lending  often  requires; 

►•  foster  cooperation  rather  than  confi'ontation  between  community  groups  and  banks; 

and 

►  recognize  the  increasing  role  that  financial  service  institutions  not  oirrcntly  subjea 
to  CRA  play  in  meeting  the  community  credit  needs. 

How  does  the  current  proposal  stack  up  against  these  principles?  As  you  would 
expea,  there  is  good  news  and  bad  news. 

First  the  good  news.  The  proposal  takes  a  very  positive  step  by  recognizing  that  one 
size  does  not  fit  all.  One  of  the  biggest  problems  with  the  current  system  is  that  the  same 
rules  apply  to  large  and  small  banks,  to  urban  and  rural  banks,  and  to  retail  and  wholesale 
banks. 

Today's  one-size-fits-all  approach  has  been  particularly  hard  on  community  banks 
because  they  have  significantly  less  capacity  to  cope  with  the  massive  documentation 
requirements  of  the  current  system.   Furthermore,  the  documentation  requirements,  often 
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designed  for  urban  areas,  make  no  sense  in  small  communities.  So  the  concept  of  having  a 
streamlined  examination  process  for  smaller  banks  is  certainly  going  to  be  welcome  news  to 
community  baiLkcrs.  And  because  it  frees  up  scarce  resources  for  more  productive  uses  in 
the  community,  it  will  be  welcome  news  to  bank  customers  as  well. 

Many  bankers  like  the  concept  of  a  menu  approach  --  one  that  offers  different  options 
for  demonstrating  that  they  are  meeting  their  community's  credit  needs.  For  example,  the 
strategic  plan  option  may  be  attractive  to  some  larger  banks.  There  are  many  large  banks 
that  already  use  a  similar  approach  for  their  own  internal  goal  setting  and  evaluation 
purposes.  Other  banks  may  prefer  to  use  another  option  to  show  that  they  are  meeting  their 
CRA  obligation. 

The  proposal  also  recognizes  that  certain  specialized  types  of  institutions  --  like  credit 
card  banks  and  wholesale  banks  -  need  to  l>e  able  to  meet  their  CRA  obligations  in  a  way 
that  is  compatible  with  their  type  of  business,  and,  in  the  case  of  credit  card  banks,  with  the 
limitations  on  their  charter.  Rather  than  trying  to  make  these  institutions  fit  into  the  same 
regulatory  mold  as  their  full  serNnce  retail -oriented  brethren,  the  regulators'  proposal  offers 
specialized  institutions  alternative  ways  of  satisfying  CRA. 

In  summary,  by  recognizing  the  differences  in  banks  and  banking  markets,  this  more 
flexible  approach  to  CRA  regulation  conforms  with  the  spirit  of  our  first  two  principles. 
However,  as  is  usually  the  case  with  complicated  issues,  the  devil  is  in  the  details.  We  have 
great  concern  about  many  elements  of  the  proposal  --  not  only  at>out  how  they  may  be 
implemented  in  1994,  but  also  as  to  what  they  may  evolve  into  in  future  years.  We  have 
seen  well-intentioned  laws  and  regulations  turn  into  nightmares  before.  CRA  is  potentially 
so  open-ended  that  our  industry  must  be  concerned  about  ever-increasing  costs  and  its 
potential  for  slowly  but  surely  substituting  government  and  political  control  over  the  credit 
decision  process. 

For  example,  we  have  serious  concerns  about  the  proposal's  new  reporting 
requirement  for  all  banks  over  S250  million  in  assets  and  all  banks  under  a  holding  company 
structure  that  has  aggregate  bank  and  thrift  assets  of  more  than  S250  million.  This  means 
that  my  bank,  located  in  a  rural/urban  area  with  about  S250  million  in  assets,  would  be 
subjea  to  the  same  reporting  requirements  as  huge  banks  with  hundreds  of  billions  of  dollars 
in  assets.    Reporting  institutions  would  be  required  to  collea  and  report  the  geographic 
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distribution  of  all  small  business,  small  farm,  and  certain  consumer  loans,  including  all  wrinen 
applications  (approvals  and  denials);  loans  purchased;  and  indirea  loans.  In  addition,  some 
banks  that  are  now  not  HMDA  reporters  would  find  themselves  ha\ing  to  report  home 
mortgage  loans  in  this  format  as  well. 

The  claim  that  reporting  this  data  for  small  business/small  farm  loans  would  work  just 
like  HMDA  reporting  for  home  mongage  loans  is  simply  not  true  -  small  business/small 
farm  loans  arc  far  more  complex  than  mongage  loans.  Home  mortgages  are  relatively 
straightforward,  homogeneous  products  -  small  business  and  small  farm  loans  are  not.  A 
loan  on  one  house  looks  pretty  much  like  a  loan  on  any  other  house.  But  because  no  two 
small  businesses/small  farms  are  alike,  these  loans  are  individually  tailored  to  suit  each 
borrower's  situation. 

The  standardization  of  mortgage  lending,  created  largely  by  secondary  market 
requirements,  makes  it  relatively  simple  to  design  a  standard  application  form  requesting  the 
pertinent  information.  The  flexibility  required  by  small  business/small  farm  lending  makes 
a  standardized  application  form  virtually  useless  for  lenders.  And  this  is  why  so  many  banks 
do  not  even  use  an  application  form  for  these  loans  --  at  least  not  an  application  form  that 
is  in  any  way  analogous  to  a  residential  mongage  loan  application. 

There  is  no  doubt  that  the  massive  amount  of  new  reporting  required  by  the 
regulators'  proposal  would  impose  significant  costs  on  both  banks  and  their  bonowers.  The 
impact  of  this  costly  new  burden  should  not  be  underestimated.  The  additional  reporting 
will  increase  costs  by  slowing  down  the  lending  process  and  by  requiring  the  collection  of 
additional  information  fi-om  small  business/small  farm  applicants,  not  to  mention  the 
additional  compliance  burden.  And,  because  reporting  is  likely  to  lead  to  a  standardized 
lending  format,  it  may  also  reduce  the  flexibihty  that  is  such  an  important  element  of  small 
business/small  farm  lending.  In  short,  adding  yet  another  expense  to  banks'  lending 
activities  will  surely  have  a  negative  impaa  on  both  the  cost  and  availability  of  bank  credit. 

Moreover,  the  data  colleaed  is  not  necessary  to  assess  whether  a  bank  is  meeting  its 
CRA  obligations.  Nor  will  the  information  colleaed  tell  you  much  about  the  credit 
conditions  for  small  business,  small  farms  or  consumer  bonowers.  Banks  are  not  the  only 
source  of  these  loans   -  finance  companies,  credit  unions,  asset-based  lenders  and  others  do 
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not  report  their  lending  activities.  These  are  major  players,  and  their  omission  will  certainly 
give  an  incomplete  picture  of  what  is  happening  in  these  markets. 

In  summary,  Mr.  Chairman,  I  think  it  is  pretty  clear  that  the  heavy  new  reporting 
requirements  in  the  regulators'  proposal  fall  far  short  of  meeting  the  principle  of  improving 
the  efficiency  of  the  regulatory  process  by  reducing  the  amount  of  required  documentation 
and  paperwork. 

The  massive  reporting  requirements  proposed  for  banks  that  do  not  qualify  for  the 
streamlined  examination  process  highlights  another  issue  of  critical  importance  to  community 
bankers  -  the  upper  limit  for  the  streamlined  examination  is  simply  too  low  and  should  be 
increased. 

Mr.  Chairman,  as  mentioned  earlier,  my  bank  has  approximately  $250  million  in 
assets,  so  I  feel  I  can  speak  to  the  ability  of  banks  of  this  size  to  comply  with  the  additional 
reporting  that  will  be  required  for  all  banks  that  do  not  qualify  for  the  streamlined  exam. 
It  will  raise  the  cost  of  each  and  every  small  business,  small  farm  and  reportable  consumer 
loan  I  make  -  and  it  will  hurt  the  very  borrowers  it  is  intended  to  help.  All  across  the 
country,  banks  like  mine  are  doing  a  good  job  in  meeting  the  credit  needs  of  their 
communities,  and  should  have  no  trouble  demonstrating  that  faa  under  a  streamlined 
examination  process.  In  terms  of  bank  sizes  today,  $250  million  in  assets  is  small.  To  add 
this  burden  to  a  bank  my  size  will  do  absolutely  nothing  to  improve  credit  availability  nor 
will  it  provide  any  meaningful  information.  To  the  contrary,  it  will  add  another  costly  and 
unnecessary  regulatory  burden  with  no  or  nominal  benefit.  The  cut-off  at  $250  million 
should  be  raised. 

The  way  the  proposal  is  structured  now,  even  the  very  smallest  banks  would  not  be 
eligible  for  the  streamlined  CRA  examination  process  if  they  are  part  of  a  bank  holding 
company  with  assets  in  excess  of  $250  million.  CRA  is  a  local  issue  -  and  CRA  compliance 
is  done  at  the  local  bank  level.  It  is  not  at  all  dear  that  a  small  bank  in  a  large  holding 
company  has  any  more  capacity  to  deal  with  the  huge  amount  of  paperwork  and 
documentation  than  a  small  independent  bank.  If  the  goal  of  CRA  reform  is  to  improve 
credit  availability  to  small  businesses,  small  farms  and  consumers,  I  believe  we  must  rethink 
the  eligibihty  cut-off  and  put  it  on  a  bank  basis,  not  a  holding  company  basis. 
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Wc  arc  also  very  concerned  that  the  proposed  60  percent  loan  to  deposit  ratio  test  is 
unrealistic  for  many  banks.  For  example,  smaller  community  banks  generally  have  a  greater 
need  for  liquidity  than  do  large  banks,  and  may  find  a  60  [>crcent  ratio  inconsistent  with 
sound  business  practices.  In  fact,  as  bank  size  declines,  so  does  the  average  loan  to  deposit 
ratio.  This  makes  the  proposed  60  percent  test  regressive  because  the  smallest  banks  arc  the 
least  likely  to  have  such  a  high  loan  to  deposit  ratio. 

In  addition,  many  market  areas  served  by  community  banks  simply  do  not  have 
sufficient  loan  demand  to  generate  a  60  percent  loan  to  deposit  ratio.  This  may  be  true,  for 
example,  in  areas  experiencing  economic  slowdowns,  in  areas  with  a  high  percentage  of 
retired  people,  and  in  some  rural  areas  where  there  is  very  little  or  no  growth.  The  upshot 
is  that  for  many  community  banks  the  60  test  is  not  a  very  good  indication  of  how  well  they 
arc  meeting  community  credit  needs. 

In  response  to  our  concerns  on  this  issue,  the  regulators  have  assured  us  that  the  60 
percent  ratio  is  not  intended  to  be  a  cut-off  for  passing  or  failing  the  streamlined 
examination.  They  indicated  that  the  loan  to  deposit  ratio  need  only  be  reasonable  given  the 
size,  financial  condition  and  market  area  conditions  of  the  institution.  While  this  clarification 
gives  us  some  level  of  comfort,  it  docs  not  put  all  our  concerns  to  rest.  The  faa  is  that  the 
proposed  regulation  sets  the  test  at  60  percent,  making  it  incumbent  on  each  bank  to  prove 
why  this  is  not  a  reasonable  level  for  its  particular  circumstances. 

Let  me  now  turn  to  another  issue  of  very  great  importance  to  bankers,  and  that  is 
performance  standards  and  credit  allocation.  Let  me  assure  you  that  bankers  are  working 
hard  to  meet  the  credit  needs  of  their  communities.  As  I  said  at  the  outset  of  my  statement 
this  morning,  they  are  doing  so  because  the  success  of  each  bank  is  closely  tied  to  the  success 
of  the  community  it  serves.  But  we  are  growing  increasingly  concerned  that  the  phrase 
"performance  over  paperwork"  is  being  interpreted  by  some  to  mean  that  specific  bank  loan 
targets  should  be  set  for  low-  and  moderate-income  borrowers  or  for  certain  geographic 
areas.   This  is  credit  allocation  pure  and  simple. 

We  are  concerned  that  the  "market  share"  test  proposed  by  the  regulators  may  have 
the  unintended  consequence  of  allocating  credit.  The  market  share  test  would  compare  a 
bank's  lending  share  in  low/moderate  income  areas  with  their  lending  share  in  other  areas. 
If  a  bank  wants  to  earn  an  outstanding  rating,  its  market  share  in  low/moderate  income 
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nurkets  must  exceed  their  share  in  other  markets.  If  effea,  then,  this  sets  a  *quou'  the 
bank  must  meet  in  order  to  get  an  outstanding  CRA  rating.  And  to  the  extent  that  banks 
are  competing  with  each  other  to  increase  their  market  share  in  low/moderate  income  areas, 
there  will  be  pressure  to  reduce  their  underwriting  standards. 

There  is  another  dimension  of  this  problem  that  may  also  have  unintended 
consequences.  Suppose,  for  example,  that  a  minority  bank  has  a  30  percent  market  share  in 
a  given  low/moderate  income  census  tract,  with  the  remaining  share  divided  among  4  other 
banks  with  a  broader  service  area.  If  each  of  these  4  banks  has  a  25  percent  market  share 
in  the  surrounding  area,  to  achieve  a  satisfaaory  CRA  rating  they  would  have  to  boost  their 
market  share  in  the  low/moderate  area  from  15  f>ercent  to  25  percent.  It  puts  extreme 
underwriting  pressure  and  interest  rate  pressure  on  the  minority  bank  in  the  heart  of  its  own 
market.  Where  docs  this  leave  the  minority  bank.' 

Mr.  Chairman,  the  term  'credit  allocation'  has  a  negative  connotation  --  and  with 
good  reason.  In  this  instance,  it  is  particularly  disturbing  because  it  may  well  be  inconsistent 
with  safe  and  sound  lending.  This  should  concern  not  only  bankers,  but  regulators,  the 
Congress  and  the  public  as  well.  We  ask  that  the  credit  allocation  aspea  of  the  regulators 
proposal  be  given  very  careful  thought  before  potentially  negative  incentives  are  put  in  place. 

Let  me  now  turn  to  the  principles  of  creating  positive  incentives  and  promoting 
cooperation  rather  than  confrontation.  Finding  ways  to  satisfy  these  principles  will  provide 
a  far  more  desirable  way  of  encouraging  banks  to  devote  the  extra  time  and  money  that  is 
necessary  to  build  a  successful  community  development  lending  program.  What 
encouragement  is  there  in  the  regulators  plan  to  put  in  extra  time  and  money? 

For  that  matter,  what  assurances  are  there  that  a  strong  and  consistent  record  of  CRA 
compliance  will  stop  unsubstantiated  challenges  to  applications  for  mergers?  There  is  no 
regulatory  benefit  under  the  CRA  process  for  meeting  the  credit  needs  of  a  bank's 
community.  In  faa,  many  bankers  believe  that  earning  an  "outstanding"  only  serves  to  make 
the  bank  a  magnet  for  criticism  and  demands  for  additional  effort  by  the  bank. 

If  positive  encouragement  cannot  be  provided  for  outstanding  CRA  performance, 
doesn't  this  perpetuate  confrontation  and  eleventh  hour  challenges  by  community  groups? 
Even  for  banks  rated  "sadsfactoiy"  or  "outstanding",  applications  for  an  acquisition  or  a 
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merger  arc  oft«n  protested  by  advocacy  groups  seeking  grants  or  loan  commitments.  A  bank 
that  is  not  deficient  in  meeting  its  community's  credit  needs  deserves  to  be  freed  from  costJy 
delays  arising  from  unsubstantiated  challenges  during  CRA  review. 

The  number  of  successful  joint  projeas  between  banks,  local  governments,  nonprofit 
organizations  and  community  groups  demonstrates  that  cooperation,  rather  than 
confrontation,  yields  far  better  results  for  all  involved.  There  are  many,  many  examples  of 
bankers,  community  groups  and  local  governments  working  together  to  solve  local  problems 
and  to  build  a  bcner  future. 

aba's  Center  for  Community  Development  was  established  in  1992  as  an  expression 
of  the  industry's  commitment  to  help  bankers  improve  and  enlarge  their  community 
dc\'elopmcnt  lending  programs.  It  will  also  pro\nde  a  vehicle  through  which  banks  can  share 
their  knowledge  and  expertise  in  the  field  not  only  with  other  lenders,  but  with  community 
groups,  secondary  market  agencies,  mortgage  insurers  and  other  interested  parties  as  well. 
Through  the  Center,  we  hope  to  be  better  able  to  build  on  the  successful  programs  that  arc 
already  on-going  in  large  and  small  communities  across  the  country. 

Our  last  principle  addresses  the  issue  of  reaching  beyond  the  banking  industry  for 
investment  capital.  There  are  other  financial  intermediaries  such  as  brokerage  firms,  mutual 
funds,  money  market  fijnds,  insurance  companies,  members  of  the  Farm  Credit  System,  and 
even  credit  unions,  which  offer  bank-like  produas  that  draw  savings  and  investment  fiinds 
by  the  tens  of  billions  of  dollars  out  of  communities  across  the  country.  But  these 
institutions  are  not  held  to  the  same  high  standards  of  community  responsibility  that  banks 
are.  They  have  the  ability  to  offer  combinations  of  financial  products  and  services  that  banks 
cannot  offer  which  gives  them  a  competitive  edge;  and  yet,  they  are  not  required  by  laws  or 
regulations  to  make  any  reinvestment  in  the  communities  from  which  they  draw  money. 
This  situation  makes  it  even  more  difficult  for  banks  to  carry  virtually  the  whole  load  in 
meeting  community  credit  needs.  We  realize  that  this  issue  is  not  under  the  purview  of  the 
banking  regulators.  Nonetheless,  it  is  an  issue  that  will  become  more  and  more  important 
as  financial  markets  continue  to  evolve. 

I  would  like  to  add  one  final  point  on  the  issue  of  CRA  that  is  of  great  concern  to 
bankers,  and  that  is  the  continued  exclusion  of  credit  unions  from  CRA.  Even  community 
development  credit  unions  are  not  covered  by  CRA.   The  credit  union  industry  often  argues 
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that  it  is  so  small  in  comparison  with  the  banking  industry  that  the  differences  in  regulatory 
costs  arc  unimportant.  That  is  not  true.  Two  of  my  biggest  competitors  are  credit  unions  - 
-  both  larger  titan  my  bank  and  federally  insured  ■■  and  yet  they  have  no  CRA 
responsibilities.  Community  banks  that  are  working  hard  to  meet  their  customers  needs 
while  laboring  under  a  heavy  regulatory  burden  --  including  CRA  --  find  it  incredibly 
fiiistrating  that  their  credit  union  competitors  do  not  play  by  the  same  rules,  nor  do  they  face 
the  same  compliance  costs.   How  can  this  be  justified  if  CRA  is  so  important? 


Conclusion 

Mr.  Chairman,  a  great  many  questions  remain  alx>ut  how  to  construa  the  appropriate 
regulator)'  fi-amework  for  CRA.  My  statement  this  morning  looks  at  only  a  few  of  the 
important  issues  raised  by  the  regulators'  proposal. 

There  are,  however,  many  questions  about  how  the  strategic  plan  option  will  work 
and  whether  it  will  prove  to  be  an  cfEcient,  effective  way  to  demonstrate  CRA  compliance 
or  whether  it  will  become  encumbered  by  bureaucratic  red  upe  and  confi-onution  with 
communit)'  groups.  There  are  also  questions  about  how  the  market  share  component  will 
work  and  whether  it  makes  sense  for  any  business  to  have  market  shares  equivalent  across  all 
regions  of  a  senice  area.  There  are  questions  about  how  and  in  what  form  the  service  and 
investment  component  will  count  for  CRA  compliance.  There  are  questions  about  what  the 
use  of  a  fixed  loan-to-deposit  ratio  in  determining  CRA  performance  in  light  of  differences 
in  bank  size,  liquidity  needs,  market  area,  and  competition  fi-om  dep>ository  and  non- 
depository  institutions. 

Certainly,  the  proposal  put  forth  by  the  bank  regulators  moves  affirmatively  to  satisfy 
at  least  some  of  the  important  principles  for  CRA  reform.  Howe\'er,  many  elements  -- 
particularly  the  truckload  of  new  reporting  requirements  for  larger  institutions  --  arc  entirely 
at  odds  with  efficient  and  effective  CRA  reform  and,  if  approved,  will  continue  to  constrain 
available  credit,  particularly  to  those  borrowers  on  the  very  edge  of  safe  and  sound 
underwriting  standards.  Such  an  imf>ortant  initiative  requires  verj-  careful  analysis  to  fiiLly 
understand  the  ramifications.  No  matter  how  good  the  concept,  inevitably  the  difference 
between  efficiency  and  failure  lies  in  the  details  --  which  as  we  all  know  is  where  the  DcntI 
often  lurks. 
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Oral  Statement  of  James  M.  Culberson,  Jr. 
February  2,  1994 


Mr.  Chairman,  I  am  James  M.  Culberson,  Jr.,  Chairman  of  the 
First  National  Bank  and  Trust  Company  in  Asheboro,  North  Carolina. 
I  am  pleased  to  be  here  this  morning  on  behalf  of  the  American 
Bankers  Association. 

I  want  to  thank  you,  Mr.  Chairman,  and  Mr.  Ridge  for  your 
leadership  in  emphasizing  the  importance  of  including  positive 
incentives  to  achieve  a  balanced  approach  to  CRA. 

The  proposal  we  are  here  to  discuss  this  morning  would  make 
sweeping  changes  in  CRA  regulation.  Some  of  the  proposed  changes 
are  good,  others  are  not  so  good. 

First  the  good  news.  The  proposal  takes  a  very  positive  step  by 
recognizing  that  one  size  does  not  fit  all.  Today's  approach  is 
particularly  hard  on  community  banks  which  have  significantly  less 
capacity  to  cope  with  the  massive  documentation  required.  A 
streamlined  examination  process  for  smaller  banks  will  free  up  scarce 
resources  for  more  productive  uses  in  the  community,  and  it  will  be 
welcome  news  to  both  banks  and  bank  customers. 
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I  know  that  some  consumer  advocates  characterize  the 
streamlined  examination  as  an  exclusion  for  small  banks.  That  is 
simply  not  true  --  streamlined  is  not  a  code  word  for  excused.  Small 
banks  would  have  the  same  obligation  they  have  today  to  meet  local 
credit  needs.  The  only  difference  is  that  they  would  not  be  required 
to  document  their  every  move. 

Another  positive  element  is  the  menu  approach  --  one  that  offers 
different  options  for  demonstrating  CRA  compliance.  Also  positive 
is  that  specialized  institutions  --  like  credit  card  and  wholesale  banks  - 
-  would  be  able  to  meet  their  CRA  obligations  in  a  way  compatible 
with  their  type  of  business. 

However,  I  must  tell  you,  Mr.  Chairman,  that  we  have  great 
concern  about  many  elements  of  the  proposal  --  not  only  about  how 
they  may  be  implemented  in  1994,  but  also  what  they  may  become 
in  fiiture  years.  We  have  seen  well-intentioned  laws  and  regulations 
turn  into  nightmares  before.  CRA  is  so  open-ended  that  our  industry 
must  be  concerned  about  ever-increasing  costs  and  its  potential  for 
slowly  but  surely  substituting  government  and  political  control  over 
the  credit  decision  process. 

We  have  serious  concerns  about  the  proposal's  new  reporting 
requirement  for  all  banks  over  $250  million  in  assets.  Mr.  Chairman, 
my  bank  has  approximately  $250  million  in  assets,  and  I  can  tell  you 
how  the  additional  reporting  requirement  will  affect  me  and  my 
customers  --  it  will  raise  the  cost  of  each  and  every  small  business, 
small  farm  and  reportable  consumer  loan  I  make,  and  it  will  do 
absolutely  nothing  to  improve  credit  availability. 
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Worse  yet,  the  data  will  not  tell  you  much  about  the  credit 
conditions  for  small  business,  small  farms  or  consumer  borrowers. 
Banks  are  not  the  only  source  of  these  loans  --  finance  companies, 
credit  unions,  and  other  lenders  do  not  report  their  lending  activities. 
The  omission  of  these  players  will  certainly  give  an  incomplete  picture 
of  what  is  happening  in  these  markets.  The  added  reporting  should 
be  eliminated. 

A  related  concern  is  that  the  cut-ofFfor  the  streamlined  exam  is 
too  low.  In  today's  market,  a  S250  million  dollar  bank  is  not  very 
big.  Banks  like  mine  are  doing  a  good  job  meeting  the  credit  needs 
of  their  communities  and  should  have  no  difficulty  demonstrating  that 
fact  under  a  streamlined  examination  process.  The  S250  million 
threshold  should  be  raised. 

We  are  also  concerned  that  the  proposed  60  percent  loan  to 
deposit  ratio  test  is  unrealistic.  Many  smaller  community  banks  will 
find  a  60  percent  ratio  inconsistent  with  sound  business  practices. 
Moreover,  many  market  areas  do  not  have  sufficient  loan  demand  to 
generate  a  60  percent  loan  to  deposit  ratio.  The  60  percent  test  is 
simply  not  a  good  indication  of  how  well  a  community  bank  is 
meeting  local  credit  needs. 

Another  important  issue  is  credit  allocation.  We  are  increasingly 
concerned  that  the  phrase  "performance  over  paperwork"  is  being 
interpreted  to  mean  that  specific  bank  loan  targets  should  be  set  for 
low-  and  moderate-income  borrowers  or  for  certain  geographic  areas. 
This  is  credit  allocation  pure  and  simple.  Moreover,  the  proposed 
market  share  test  may  inadvertently  set  a  "quota"  a  bank  must  meet 
in    order   to    get   an   outstanding    CRA   rating    and   may   create 
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tremendous  pressure  to  reduce  underwriting  standards  in  order  to 
meet  that  quota. 

I  would  like  to  add  one  final  point,  and  that  is  the  continued 
exclusion  of  credit  unions  and  other  financial  service  providers  fi-om 
CRA.  Two  of  my  biggest  competitors  are  credit  unions  --  both  are 
larger  than  my  bank  --  and  yet  they  have  no  CRA  responsibilities. 
Community  bankers  find  it  incredibly  frustrating  that  credit  unions, 
securities  firms,  mutual  fijnds,  insurance  companies,  and  the  Farm 
Credit  System  do  not  play  by  the  same  rules.  How  can  this  be 
justified." 

Mr.  Chairman,  a  great  many  questions  remain  about  how  to 
make  CRA  work  better.  Some  parts  the  regulators'  proposal  seem  to 
move  in  the  right  direction;  others  are  entirely  at  odds  with  efficient 
and  effective  CRA  reform.  ABA's  Government  Relations  Council  wall 
meet  next  week  to  discuss  the  proposal  in  more  depth,  and  we  wall 
file  a  detailed  comment  letter  with  the  regulators. 

There  are  many,  many  examples  of  bankers,  community  groups 
and  local  governments  working  together  to  solve  local  problems  and 
to  build  a  better  fiature.  We  all  need  to  work  together  to  have  a  fair 
and  reasonable  structure  for  the  administration  of  CRA. 
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Good  morning.  I  would  like  to  welcome  our  witnesses  and  to  thank  them  for  their 
prepared  statements.  Today's  hearing  marks  the  third  in  a  series  held  by  this 
subcommittee  regarding  the  joint  interagency  proposal  issued  by  the  regulators  to  improve 
the  effectiveness  of  the  Community  Reinvestment  Act.  The  subcommittee  received 
testimony  on  February  1  from  the  regulators  who  with  the  assistance  of  the  financial 
services  industry,  community  groups  and  other  key  sectors  of  the  community  developed 
the  proposal  currently  before  us.  Again,  I  would  like  to  commend  them  for  their  effort 
and  for  all  the  hard  work  that  went  into  this  proposal.  On  February  2,  the  subcommittee 
received  testimony  from  the  trade  associations  representing  the  banking  and  thrift 
industry,  entities  who  will  be  responsible  for  providing  the  capital,  services  and  expertise 
needed  to  make  the  implementation  of  the  proposed  rule  successful. 


Today's  hearing  is  important  in  that  we  will  receive  testimony  from  the  community 
developers  and  activist  groups  who  work  with  and  sometimes  operate  as  a  liaison  between 
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the  banks  and  the  communities  which  they  serve.  Towards  that  end  the  regulators  have 
already  extended  the  comment  period  to  March  24,  1994,  thirty  days  beyond  the  original 
deadline  for  comments.  Just  as  I  did  last  week,  I  urge  all  affected  parties  to  comment  on 
all  aspects  of  CRA  reform,  not  just  elements  which  may  affect  their  individual  operations. 

As  you  may  be  aware,  the  regulatory  objectives  of  the  new  proposal  are  to  change 
CRA's  focus  "to  emphasize  performance  rather  than  process,  to  promote  consistency  in 
assessments,  to  permit  more  effective  enforcement  against  institutions  with  poor 
performance,  and  to  reduce  unnecessary  compliance  burden  while  stimulating  improved 
performance."  What  we  seek  from  each  of  you  today  is  your  sense  of  whether  the  CRA 
proposal  will  result  in  increased  investment  dollars  in  your  communities,  and  what  impact 
a  performance-based  CRA  process  has  on  your  advocacy  role.  As  a  Member  of  Congress 
and  a  community  developer,  I  know  both  the  frustration  and  the  satisfaction  which  comes 
with  community  renewal.  Your  input  today  is  critical  to  the  process  of  reforming  CRA 
and  is  essential  to  achieve  the  result. 

With  that  I  would  like  to  welcome  Mr.  Harold  Dawson,  Sr.,  President,  Dawson 
Properties;  Mr.  George  B.  Mays,  President,  Mays  Properties;  Mr.  John  Taylor,  President 
and  CEO,  National  Community  Reinvestment  Coalition;  Chris  Lewis,  Director  of  Banking 
and  Housing  Policy,  Consumer  Federation  of  America;  and  Mr.  Kenneth  H.  Thomas, 
lecturer  on  finance  at  The  WTiarton  School  and  author  of  Community  Reinvestment 
Performance. 
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Introduction 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  welcome  this  opportunity 
to  present  my  views  on  the  proposed  CRA  reforms.  I  have  worked  as  a  consultant 
to  banks  and  thrifts  of  all  sizes  throughout  the  nation  since  1969,  including 
working  closely  with  the  National  Bankers  Association  representing  minority 
banks,  but  I  don't  represent  the  views  of  the  banking  industry.  I  have  taught 
banking  and  finance  at  The  Wharton  School  every  year  since  1970,  but  I  don't 
come  here  as  an  academic.  And,  I  have  worked  closely  with  numerous  community 
groups,  including  the  National  Community  Reinvestment  Coalition  where  I  just 
addressed  their  annual  conference,  but,  contrary  to  what  many  bankers  think,  I 
am  not  a  community  activist. 

If  that's  what  I  am  not,  then  what  am  I,  and  whose  views  do  I  represent? 
In  one  word  --  independent.  My  goal  is  simple  --  good  public  policy.  My  views 
on  CRA  are  at  different  times  at  odds  with  the  banking  industry,  consumer  groups 
and  especially  the  regulators.  All  of  these  views  are  encapsulated  in  my  new 
book  Community  Reinvestment  Performance  (Probus  Publishing,  1993)  which  will  be 
referenced  in  my  testimony. 

Why  CRA  is  Special 

The  Community  Reinvestment  Act  of  1977  (CRA)  is  very  special  in  many  ways, 
but  three  such  reasons  quickly  come  to  mind  being  here  in  Washington,  D.C. 
First,  never  has  there  been  a  law  in  modern  banking  that  bankers  and  their  trade 
associations  have  intensely  disliked  so  much.  They  tried  to  kill  CRA  back  in 
1977  and  have  since  tried  to  block  every  attempt  to  enforce  and  strengthen  CRA, 
including  efforts  to  repeal  some  or  all  of  it  with  the  backing  of  the  anti-CRA 
Bush  Administration.  Fortunately,  a  pro-consumer  Congress  prevailed  to  maintain 
the  spirit  of  equal  opportunity  for  credit  that  has  existed  since  the  first  bank 
of  a  modern  type  was  established  in  Philadelphia  in  1781.  Yet,  with  all  of  this 
banking  opposition  to  CRA,  which  continues  today,  not  one  bank  has  failed 
because  of  CRA.  The  banking  industry,  which  benefits  from  federal  deposit 
insurance  and  likely  interstate  banking,  continues  to  report  record  profits 
despite  their  constant  complaining  about  the  regulatory  burden.  Of  course, 
bankers  never  talk  about  the  burden  of  discrimination  or  community 
disinvestment. 

CRA  is  unique  in  a  second  way  because  it  is  the  only  banking  law  in  modern 
times  of  which  we  are  aware  that  a  federal  bank  regulator  charged  with  promoting 
and  protecting  the  public  interest  has  attempted  to  undermine.  It  should  be  no 
surprise  to  anyone  that  we  are  speaking  of  the  Federal  Reserve  Board  (Fed). 
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Like  the  banking  industry,  whose  interests  are  so  promoted  and  protected  by  the 
Fed,  they  tried  to  kill  CRA  back  in  1977.  Our  research  concluded  that  the  Fed 
has  been  the  most  lax  CRA  enforcer  of  any  of  the  four  federal  bank  and  thrift 
regulators.  And,  now,  like  the  banking  Industry,  which  not  surprisingly  has 
rallied  to  its  side  in  the  regulatory  consolidation  debate,  the  Fed  opposes  many 
of  the  Administration's  legitimate  and  needed  efforts  to  strengthen  CRA.  In 
fact,  one  Fed  Governor  has  publicly  stated  that  the  Fed  will  oppose  this  CRA 
proposal  if  bankers  complain  loudly  enough,  so  it  is  not  surprising  that  we  are 
witnessing  so  much  opposition  from  the  industry. 

CRA  is  special  in  still  a  third  way.  Of  all  of  the  pro-consumer  banking 
laws,  CRA  is  the  only  one  in  need  of  major  reform.  That  is  why  we  are  here 
today.  This  wouldn't  be  necessary  if  the  Fed  and  the  other  regulators  properly 
implemented  and  enforced  the  law  in  the  first  place.  Congress  has  always  done 
right  by  CRA,  but  this  cannot  be  said  for  the  regulators. 

What's  Urona  With  the  Current  CRA? 

My  three  years  of  intense  research,  including  the  analysis  of  nearly  7,000 
public  performance  CRA  evaluations  of  small  and  large  banks  and  thrifts 
throughout  the  country,  resulted  in  two  general  conclusions  and  several  specific 
ones. 

First,  CRA  is  needed  and  it  works,  but  it  can  be  improved  and  expanded 
into  other  areas,  including  non-bank  financial  institutions.  Our  second  general 
conclusion  is  that  the  disclosure  of  CRA  ratings  and  performance  evaluations  has 
been  an  unqualified  success,  but  such  disclosure  can  be  strengthened  even  more 
through  improvements  in  and  expansion  of  the  present  disclosure  system.  My  book 
was  dedicated  to  those  in  Congress  who  believe  in  the  "Positive  Power  of  Public 
Disclosure,"  which  we  have  concluded  may  be  more  powerful  than  the  federal  bank 
regulators'  current  arsenal  of  enforcement  tools. 

CRA  represented  the  first  time  in  which  federal  bank  regulatory  ratings 
or  evaluations  were  ever  made  public  in  this  country.  Virtually  all  of  the 
predicted  fears  of  the  banking  lobby  and  some  bank  regulators  regarding  CRA 
disclosures  proved  to  be  unfounded.  Our  research  has  shown  that  the  discipline 
of  public  disclosure  makes  good  bankers  better  and  bad  bankers  mad.  Likewise, 
good  regulators  become  better  and  bad  regulators,  who  are  too  "friendly"  with 
or  protective  of  banks,  are  forced  to  change  for  the  better. 
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One  of  the  most  significant  specific  conclusions  of  this  CRA  research  Is 
that  the  real  problem  Is  not  so  much  with  the  roughly  10%  (and  perhaps  as  much 
as  25%)  of  banks  and  thrifts  who  may  be  CRA  underperfomers  but  the  regulators 
themselves.  This  research  documented  for  the  first  time  the  existence  of 
"friendly  regulators"  who  protect  and  promote  banks  rather  than  regulate  them 
and  enforce  the  laws.  Bank  examiners  like  referees  can  still  be  professional 
and  courteous,  yet  do  their  job  in  a  thoroughly  objective  and  competent  manner. 
The  problem  with  friendly  regulators  is  that  they  become  too  close  to  one  team 
and  begin  to  act  more  like  cheerleaders  promoting  It  rather  than  referees 
officiating  the  game. 

Friendly  regulators  are  disposed  to  using  "jawboning"  and  pro-CRA, 
politically  correct  policy  statements  as  their  primary  "enforcement"  tools.  We 
documented  numerous  examples  of  friendly  regulators  who  gave  Inflated  CRA 
ratings  (Including  as  much  as  43%  of  "outstanding"  ratings);  rarely  (only  3%  of 
the  time)  downgraded  ratings  upon  re-evaluation;  granted  several  hundred 
"conditional"  branch  and  merger  approvals  as  compared  to  only  20  denials  out  of 
nearly  70,000  applications  (one  in  3,500);  and.  Issued  numerous  (no  one  knows 
how  many)  confidential  informal  enforcement  actions  rather  than  cease  and  desist 
orders  (only  a  few)  or  other  public  formal  enforcement  actions.  Friendly 
regulators,  who  prefer  the  informal  and  private  approach  over  the  formal  and 
public  approach,  never  consider  civil  money  penalties  or  Justice  Department 
referrals,  as  there  have  only  been  a  handful  of  these.  The  infrequency  and, 
more  accurately,  rarity  of  these  enforcement  tools  on  CRA  grounds  point  to  the 
Inescapable  conclusion  that  true  CRA  enforcement  has  been  lax  at  best  and  almost 
non-existent  since  1977. 

Our  CRA  research  has  also  discovered  the  existence  of  a  "CRA  examiner 
subjectivity  range"  where  CRA  examiners  can  always  "justify"  a  rating  one 
category  above  or  below  the  "true"  rating.  In  addition  to  highly  subjective  and 
inconsistent  examiners  we  identified  examples  of  "selective  enforcement"  by: 
certain  regulators  (e.g.,  the  OTS  is  the  "toughest"  CRA  grader  and  the  Fed  Is 
the  "easiest");  by  region  for  different  regulators  (e.g.,  disproportionately 
high  ratings  of  Tennessee  banks  by  the  FDIC  and  disproportionately  low  ratings 
of  Tennessee  banks  by  the  OCC);  and,  by  region  for  the  same  regulator  (e.g., 
disproportionately  high  ratings  by  the  FDIC's  Chicago  Region  and 
disproportionately  low  ratings  by  their  Kansas  City  Region). 

The  most  blatant  instance  of  a  friendly  regulator  we  uncovered  Involved 
apparent  "regulatory  favoritism,"  which  occurred  in  part  because  of  the 
unilateral  power  regulators  have  to  delay  timely  disclosure  of  CRA  ratings  and 
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evaluations.  Specifically,  we  are  referring  to  the  OCC  and  its  handling  of  the 
October  29,  1990  CRA  examination  of  Norstar  Bank,  N.A.  of  Buffalo,  New  York,  a 
subsidiary  of  Fleet/Norstar  Financial  Group.  Special  treatment  (i.e., 
favoritism)  apparently  afforded  that  bank  an  unprecedented  and  unwarranted 
upgrading  of  its  preliminary  CRA  rating  from  "needs  improvement"  to  a  final 
rating  of  "satisfactory."  Both  evaluations  had  the  same  date  and  were  otherwise 
identical  except  for  one  paragraph  in  the  upgraded  version  that  attempted  to 
justify  the  higher  rating. 

The  above- referenced  book  contains  copies  of  both  of  these  evaluations. 
Including  an  OCC  cover  letter  to  the  bank's  board  requesting  confidential 
treatment.  The  upgraded  CRA  rating  is  believed  to  have  been  critical  to 
Fleet/Norstar  Financial's  successful  bid  for  the  failed  Bank  of  New  England 
Corporation,  one  of  our  nation's  largest  failed  banks  ever.  Because  CRA  was  an 
important  issue  during  this  heated  and  controversial  bidding  war,  we  concluded 
that  the  OCC's  apparent  regulatory  favoritism  resulted  in  an  acquisition  that 
very  likely  could  have  been  denied.  Fortunately  for  Fleet/Norstar  Financial  and 
its  Investment  partner.  Wall  Street  takeover  specialist  Kohl  berg,  Kravis, 
Roberts  and  Company,  the  acquisition,  which  turned  out  to  be  immensely 
profitable,  was  approved. 

Uhafs  Right  Uith  the  "New  CRA"? 

The  subjectivities,  inconsistencies  and  other  problems  we  have  documented 
with  the  current  CRA  may  be  Interpreted  by  some  opponents  of  CRA  that  it  is  not 
working  and  perhaps  should  be  scrapped  or  gutted.  To  the  contrary,  CRA  works 
despite  these  problems,  but  CRA  can  be  improved  to  the  benefit  of  both  banks  and 
their  communities.  The  Administration's  proposed  CRA  reform  represents  several 
major  improvements,  and  these  will  be  reviewed  here.  However,  many  of  these 
improvements  are  themselves  problematic,  and  these  pitfalls  of  the  new  CRA  will 
be  summarized  in  the  following  section. 

The  Comptroller  of  the  Currency  is  to  be  commended  for  taking  the  lead  in 
this  effort  and  attempting  to  address  the  divergent  concerns  of  banks  versus 
community  groups,  not  to  mention  the  divergent  CRA  philosophies  of  the  Fed 
versus  the  other  regulators.  I  had  several  opportunities  to  have  direct  input 
with  the  Comptroller  regarding  this  ongoing  debate,  and  my  emphasis  was  on  the 
need  for  the  CRA  recommendations  summarized  In  the  attachment  to  this  document. 
Several  of  these  recommendations  were  ultimately  included  in  the  new  CRA  in  one 
form  or  another,  but  many  were  not. 
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The  following  items  in  the  Administration's  proposed  CRA  reform  represent 
the  ten  most  attractive  improvements  over  the  existing  system: 

1.  The  focus  of  the  new  CRA  for  most  banks  is  on  loan  performance 
primarily  in  low-  and  moderate- income  areas  rather  than  on 
ascertainment  of  lending  needs  and  other  process-based  measures; 
however,  good  performance  on  the  investment  and/or  banking  services 
tests  can  override  poor  lending  performance,  a  troubling  situation. 

2.  Somewhat  more  quantitative  measures  of  lending,  investment  and 
banking  services  are  employed,  but  the  emphasis  is  still  on 
qualitative  descriptions  rather  than  benchmark  ratios;  the  only 
ratio  in  the  proposal  (a  60%  loan-to-deposit  "presumably 
reasonable"  ratio  in  the  small  bank  streamlined  test)  is  under  fire 
by  the  banking  lobby. 

3.  Numerous  unnecessary  regulatory  burdens  have  been  lifted  from  all 
banks  such  as  the  existing  requirements  for  CRA  statements,  credit 
needs  ascertainment,  board  involvement,  etc. 

4.  New  geocoding  data  is  required  for  small  business  and  farm  as  well 
as  selected  (rather  than  all)  installment  lending  categories,  but 
without  racial  statistics  as  is  the  case  with  HMDA  data.  Thus, 
this  proposal  falls  short  of  the  "super  HMDA"  approach  that  would 
bring  to  bear  the  Positive  Power  of  Public  Disclosure. 

5.  Additional  public  participation  is  encouraged  through  new  public 
comment  solicitation  procedures. 

6.  Provisions  are  made  for  some  service  area  ratings,  but  these  are 
only  on  a  sampled  basis  and  don't  include  separate  written 
performance  evaluations. 

7.  Five  rather  than  four  performance  levels  are  established  under  each 
test,  but  only  four  composite  ratings  will  be  reported. 

8.  Some  new  enforcement  provisions  are  added  such  as  the  "three 
strikes  and  you're  out"  rule  for  successive  needs  improvement 
ratings  and  an  enforcement  action  requirement  for  a  substantial 
noncompliance  rating. 
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special  (i.e.,  primarily  the  investment  test)  performance  standards 
are  adopted  for  special  purpose  banks. 

A  rating-based  compliance  schedule  is  created,  with  exam  frequency 
being  a  function  of  the  last  CRA  rating,  but  these  are  only  general 
guidelines  rather  than  specific  exam  intervals. 

that's  Urona  Uith  the  "New  CRA"? 

The  proposed  CRA  reforms  are  meretricious,  since  there  is  the  appearance 
of  considerable  attractiveness  from  a  distance,  but  much  of  this  disappears  upon 
close  examination.  The  new  CRA  was  approached  with  the  right  recipe  for 
success,  but  too  many  hands  in  the  pot  (especially  those  of  the  banking  lobby 
and  the  Fed)  changed  the  flavor  of  the  final  product  so  much  that  it  is  no 
longer  recognizable  or  even  palatable. 

The  following  items  in  the  Administration's  proposed  CRA  reform  represent 
the  ten  least  attractive  provisions: 

1.  The  "free  ride"  or  streamlined  test  for  small  banks,  if  not 
eliminated,  should  be  significantly  strengthened  to  include:  a 
quantitative  measure  of  low-  and  moderate- income  lending;  an 
evaluation  of  application  discouragement  practices;  mandatory 
investment  and  banking  services  tests;  and,  separate  service  area 
tests  in  certain  cases.  The  resultant  streamlined  test,  for  banks 
under  $250  million  in  size,  which  arguably  should  have  a  lower 
(e.g.  $100-$150  million)  cut-off,  should  result  in  a  public  "low- 
satisfactory"  rating  pending  further  evaluation.  These  types  of 
proposals  encourage  nothing  more  than  satisfactory  performance  at 
best.  Considering  that  our  research  shows  that  small  banks  of  $100 
million  or  less  in  assets  have  a  disproportionately  low  share  of 
outstanding  CRA  ratings,  these  are  the  banks  that  should  receive 
special  examination  rather  than  exemption.  Without  these  changes 
to  the  streamlined  test,  the  present  CRA  system  (with  all  of  its 
problems)  may  be  preferable.  The  existing  system  already  evaluates 
the  ability  to  meet  credit  needs  based  on  a  bank's  size. 

2.  The  three  performance  tests  should  be  explicitly  weighted  (e.g., 
60-70%  loans,  20-30%  investments  and  5-15%  banking  services  for  a 
retail  bank)  rather  than  the  proposed  scheme  which  allows  a  bank 
with  a  poor  lending  record  to  "buy"  a  better  overall  rating  through 
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investments  or  just  by  being  accessible  to  a  low-  and  moderate- 
income  area.  Each  of  the  individual  tests  should  be  more 
quantitative  by  using,  for  example,  some  presumably  reasonable 
ranges.  The  loan  test,  which  admittedly  needs  refinement  with  the 
market  share  approach,  should  have  a  "reality  check"  in  the  form  of 
a  loan-to-deposit  ratio  as  in  the  streamlined  test.  The  loan  test 
adjustments  should  emphasize  low-  and  moderate- income  people  not 
areas  and  provide  credit  for  involvement  in  government  lending 
programs.  The  service  test  should  give  much  more  weight  to 
adjustment  factors  rather  than  focus  on  one  statistic. 

3.  There  must  be  complete  disclosure  of:  worksheets  showing  the  basis 
for  individual  test  and  overall  composite  ratings,  including  the 
impact  of  any  "adjustments"  or  special  factors;  low  versus  high 
satisfactory  ratings;  bank  rebuttals  and  responses;  all  post-June 
30,  1990  public  performance  evaluations  in  the  public  file;  and, 
all  CRA  ratings  in  a  no-charge  weekly  listing  (with  service  area 
ratings).  Because  delayed  disclosure  is  diluted  disclosure,  all 
evaluations  and  ratings  should  be  returned  by  the  regulator  to  the 
bank  within  45  days  of  the  exit  interview,  and  these  evaluations 
and  ratings  should  be  inmediately  disclosed  to  the  public  through 
a  published  rating  upon  receipt  by  the  bank. 

4.  There  is  an  excessive  pro-banking  bias  in  too  much  of  the  language 
of  the  proposed  CRA  reform,  and  this  language  should  be  changed  to 
represent  a  more  balanced  position.  For  example,  appeals  and 
rebuttals  of  ratings  should  be  equally  available  to  community 
groups  or  other  interested  parties,  and  the  "liberal  use  of 
appeals"  by  banks  shouldn't  be  encouraged  by  regulators.  Why 
should  downward  adjustments  of  ratings  "only  be  justified  in 
exceptional  cases?"  Why  should  a  higher  but  not  a  lower  overall 
rating  under  the  new  CRA  compared  to  the  current  one  be  considered 
for  application  or  enforcement  action  purposes?  Why  should  banks 
have  the  option  under  the  lending  test  to  count  indirect  lending? 
Why  should  small  banks  under  the  streamlined  test  have  the  option 
of  submitting  to  the  investment  and  banking  services  tests  for 
extra  credit?  The  new  CRA  should  be  making  it  more  not  less 
difficult  for  the  existence  of  friendly  regulators. 
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The  implicit  "safe  harbor"  of  giving  banks  with  outstanding  ratings 
"extra  weight"  toward  application  approvals  and  making  satisfactory 
ratings  consistent  with  approval  should  be  eliminated.  There  is  no 
reason  to  institutionalize  such  important  corporate  expansion 
decisions.  This  is  especially  the  case  when  a  bank  with  a  needs 
improvement  rating  could  still  receive  a  conditional  approval  on  an 
application  and  only  the  1%  of  banks  with  the  absolutely  lowest 
rating  would  be  denied  an  application  (assuming  they  ever  applied 
for  anything).  Because  there  still  will  be  inflated  ratings  under 
the  new  CRA  (most  likely  with  the  same  friendly  examiners  and  many 
of  the  same  subjectivities),  it  would  not  be  good  public  policy  to 
grant  safe  harbors,  implicitly  or  explicitly.  Such  a  provision 
would  only  be  an  accommodation  to  banks  and  friendly  regulators. 

There  is  a  pressing  need  for  stringent  and  consistent  publicly 
disclosed  written  guidelines  on  the  conditions  for  issuing  CRA- 
related  informal  versus  formal  enforcement  actions;  conditional 
approvals  versus  denials  of  branch  and  merger  applications;  civil 
money  penalties;  and.  Justice  Department  referrals.  The  1%  of 
banks  with  substantial  noncompliance  ratings  should  not  be  the  only 
ones  subject  to  enforcement  actions,  because  most  banks  with 
Justice  Department  investigations  or  settlements  had  satisfactory 
CRA  ratings.  Also,  the  Fed  should  be  held  accountable  to  make 
public  its  apparently  lax  and  inconsistent  guidelines  in  acting  on 
bank  holding  company  merger  applications  where  one  or  more  banks  of 
the  acquirer  or  acquiree  have  below-average  CRA  ratings  (i.e,  the 
"weak  links"). 

The  focus  on  lending  performance  must  not  overlook  loan  application 
discouraging  practices  that  won't  show  up  in  the  lending  test.  For 
example,  banks  with  disparate  treatment  practices,  high  downpayment 
requirements,  large  minimum  loan  amounts,  higher  fees  for  smaller 
loans  or  adverse  prescreening  devices  should  be  downgraded  in  the 
lending  test.  Second  reviews  are  encouraged  but  "testing" 
programs,  which  may  be  the  best  way  to  identify  disparate  treatment 
in  the  critical  pre-application  stages,  should  also  be  encouraged. 
Any  violation  of  compliance  laws  should  trigger  a  downgraded 
composite  rating  rather  than  the  narrow  definition  proposed. 
Outstanding  banks  should  have  no  violations  of  any  type,  and  banks 
with  "substantive"  violations  should  rate  no  better  than  a 
composite  needs  improvement.   Discriminatory  acts  or  compliance 
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violations  shouldn't  be  dismissed  simply  because  the  problem  was  or 
is  in  the  process  of  correction.  Such  lenient  treatment  doesn't 
discourage  such  behavior  but  only  insures  it  will  be  corrected  when 
and  if  it  is  detected.  This  is  just  not  good  public  policy. 

8.  The  concept  of  a  strategic  plan,  while  apparently  being  endorsed  by 
bankers  and  community  groups  alike,  potentially  may  be  used  as  a 
"loophole"  and  not  always  result  In  the  desired  effect.  This  is 
because  conmunity  groups  unlike  banks  represent  a  very  heterogenous 
group.  That  is,  a  savvy  bank  may  convince  an  unsavvy  community 
group  that  the  bank's  strategic  plan  is  acceptable,  and  the 
regulator,  especially  a  friendly  one,  would  be  hard  pressed  not  to 
approve  the  plan  with  such  mutual  agreement.  The  plan,  however, 
may  only  represent  a  fraction  of  what  the  bank  could  really  do,  but 
there  apparently  is  not  motivation  for  the  bank  to  agree  to  any 
more  than  the  minimum  necessary  to  get  a  satisfactory  rating. 
These  plans,  like  the  "free  ride"  proposal,  encourage  "satisficlng" 
-  the  quest  for  satisfactory  not  outstanding  CRA  performance. 

9.  The  CRA  reform  proposal  didn't  go  far  enough  In  Its  effort  to 
evaluate  large  banks  with  widespread  Interstate  or  intrastate 
branch  networks  in  multiple  service  areas.  Separate  CRA  ratings 
and  performance  evaluations  should  be  required  by  banking  market  if 
the  banks  are  one  of  the  largest  (e.g.,  top  5)  banks  in  that 
market.  Other  service  areas  can  be  sampled,  but  not  the  ones  where 
a  bank  is  a  major  player.  Also,  the  concept  of  an  overall  bank 
holding  company  rating  is  unattractive  as  they  would  likely  all  be 
satisfactory  or  outstanding  and  therefore  provide  additional 
justification  for  the  Fed  to  ignore  below-average  ratings  at  one  or 
more  banks  (i.e,  the  "weak  links")  In  a  holding  company's  merger 
application. 

10.  The  lending  test  should  automatically  consider  all  indirect  loans 
in  all  cases,  not  at  the  option  of  the  bank.  Otherwise,  bank 
affiliates  with  underperforming  CRA  records  may  be  hidden  at  the 
discretion  of  a  bank  and  used  in  cases  where  it  benefits  a  bank. 
This  should  be  an  "all  or  none"  proposition  without  disparate 
treatment.  A  lead  bank  with  a  good  CRA  record  should  have  the  "CRA 
halo"  extend  over  all  bank  and  nonbank  activities  of  the  holding 
company. 
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UhY  and  Uhere  a  Complementary  Legislative  Approach  to  CRA  Reform  is  Critical 

Senator  Proxmire  and  Congress  did  their  job  in  1977  by  creating  CRA 
despite  opposition  from  the  banking  industry  and  the  Fed.  The  Reagan  and  Bush 
Administrations,  to  the  delight  of  these  and  other  anti-CRA  powers  such  as  the 
editorial  page  of  The  Uall  Street  Journal,  not  only  put  CRA  on  the  back  burner 
after  the  Carter  Administration,  but  took  it  off  the  stove  and  put  it  in  the  ice 
box  -  actually  the  freezer. 

Realizing  that  neither  the  bankers  nor  the  regulators  were  doing  their  job 
the  way  they  should.  Congress,  with  the  leadership  of  Congressman  Kennedy, 
allowed  the  sun  to  shine  in  on  CRA  for  the  first  time  and  began  thawing  it  out. 
With  the  Positive  Power  of  Public  Disclosure  heating  things  up,  CRA  was  cooking 
again  and  beginning  to  fulfill  its  awesome  potential.  With  the  anti-CRA  Bush 
Administration  out  and  the  pro-CRA  Clinton  Administration  in,  CRA  now  is  back 
on  the  front  burner  where  it  belongs  as  evidenced  by  these  important  hearings. 

CRA  under  President  Clinton,  especially  with  his  new  Fair  Housing  Council, 
now  has  the  full  attention  of  CRA  advocates  such  as  Comptroller  Ludwig,  Attorney 
General  Reno  and  HUD  Secretary  Cisneros.  It  was  necessary  to  get  the  Justice 
Department  and  HUD  actively  involved  this  time  because  the  record  clearly 
demonstrated  that  the  regulators  either  could  not  or  would  not  do  their  job  with 
CRA.  Not  surprisingly  the  OCC  has  become  the  premier  banking  agency  on  CRA  and 
related  compliance  issues.  The  OCC  is  the  only  regulator  going  ahead  with  a 
needed  tester  program  (which  the  Fed  has  criticized).  Also,  the  OCC  has  worked 
closely  with  the  Justice  Department  and  HUD.  This  is  in  stark  contrast  to  the 
Fed.  which  was  openly  criticized  by  the  Justice  Department  for  not  being 
cooperative  in  this  regard. 

Despite  the  OCC's  leadership  on  the  CRA  reforms  and  its  careful  efforts 
to  consider  opposition  from  the  banking  lobby  and  the  Fed,  this  proposal  or  what 
we  call  "CRA  2"  is  an  improvement.  But,  it  is  still  not  where  CRA  should  be, 
which  may  be  CRA  3  or  4  or  5.  History  has  taught  us  that  we  will  not  get  there 
without  some  type  of  congressional  involvement,  and  we  believe  the  top  five 
areas  of  priority  are  as  follows: 

1.    Regulatory  Consolidation  of  the  Compliance  Function 

Complete  regulatory  consolidation  into  a  truly  independent  federal 
banking  agency,  while  clearly  in  the  public  interest,  will  not 
happen  because  of  the  private  and  political  interests  of  bankers 
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and  the  regulators  themselves,  primarily  the  Fed.  There  Is, 
however,  a  critical  need  for  functional  consolidation  of  the 
compliance  area  of  the  four  regulators  Into  a  separate  and  truly 
independent  federal  bank  compliance  agency  similar  in  concept  to 
the  Federal  Financial  Institutions  Examination  Council  (FFIEC). 
Such  a  new  federal  bank  compliance  "super  regulator"  would  lessen 
the  likelihood  of  examiner  subjectivity,  selective  enforcement, 
friendly  regulators  and  regulatory  favoritism. 

A  consolidated  compliance  agency  would  result  in  a  highly 
specialized,  consistent  and  well-trained  group  of  professional 
compliance  examiners.  Rather  than  the  current  one  bank  at  a  time 
approach  to  CRA  exams,  we  recommend  a  CRA  "swat  team"  approach  of 
examining  all  banks  and  thrifts  in  one  community  at  the  same  time 
to  result  in  economies  of  scale  and  scope.  Importantly, 
competition  in  laxity  among  the  banking  agencies  would  cease  to 
exist  under  such  consolidation.  The  tremendous  disparity  existing 
in  the  number  of  banks  per  compliance  examiner,  which  ranges  from 
a  low  of  6  at  the  Fed  to  a  high  of  43  at  the  FOIC,  would  likewise 
be  eliminated,  thus  resulting  in  a  more  balanced  regulatory  burden. 

We  presented  this  proposal  for  such  a  consolidated  compliance 
function  at  the  FFIEC's  March  1993  Consumer  Compliance  Conference 
of  the  senior  compliance  examiners  from  the  four  federal  regulatory 
agencies.  The  response  from  the  few  hundred  examiners  there  was 
overwhelmingly  positive,  but  such  decisions  unfortunately  are  not 
made  by  the  examiners  but  by  their  superiors  in  Washington.  And 
they  would  likely  oppose  this  proposal,  since  it  would  be  viewed  as 
a  step  toward  full  consolidation.  This  is  why  it  is  necessary  for 
Congress  to  stand  up  to  the  Fed  on  this  Issue  so  the  public 
interest  takes  precedence  over  the  special  Interests  of  bankers  and 
the  regulators. 

Expand  CRA  to  Nonbanks 

It  is  inconsistent  with  the  "level  playing  field"  and  "social 
compact"  arguments  that  credit  unions  and  certain  other  financial 
institutions  are  exempt  from  CRA.  Our  research  supports  the  view 
that  a  CRA  type  of  requirement  should  be  Imposed  on  money  market 
mutual  funds,  mutual  funds,  insurance  companies,  mortgage  banking 
companies,   consumer  finance  companies  and  other  financial 
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intermediaries  (e.g.,  Merrill  Lynch,  American  Express,  pension 
funds,  etc.). 

The  CRA  obligation  for  such  companies  could  be  met  through  an 
investments  test  similar  to  that  in  the  CRA  reform  proposal.  The 
banking  industry  shouldn't  have  to  shoulder  the  entire  CRA  burden, 
especially  when  many  competing  financial  intermediaries  likewise 
receive  government  subsidies  in  one  form  or  another.  Those 
industries  requesting  new  government  subsidies  or  a  federal  "safety 
net"  (e.g.,  some  recent  insurance  industry  proposals)  should  be 
among  the  first  to  be  considered  for  such  a  CRA-type  of 
requirement. 

3.    Incentives  for  Shared  Branches  in  Inner  Cities 

The  specifics  of  our  shared  branch  bank  concept  and  how  and  why  it 
would  be  a  feasible  one  are  spelled  out  in  the  above-referenced 
book.  A  shared  branch  is  similar  to  an  off-premise  ATM  where 
customers  of  many  banks  can  access  their  accounts.  Generic  shared 
branches  are  only  identified  as  a  community  banking  center  and 
staffed  by  "neutral"  personnel  of  the  sponsoring  group  comprised  of 
participating  banks.  Deposit,  loan  and  other  (e.g.,  reasonably- 
priced  check  cashing  and  money  order)  transactions  are  handled  on 
a  nondiscriminatory  and  competitive  basis.  Loan  and  other 
promotional  information  for  competitive  banking  products  is  made 
available  by  neutral  personnel  and/or  through  telephone  "hot  lines" 
connected  to  waiting  bank  personnel  at  their  proprietary  offices. 

A  shared  branch  would  be  ideal  in  a  low-  and  moderate- income  area 
such  as  an  inner  city  (or  even  a  small  rural  town)  that  would  be 
traditionally  underbanked  or  altogether  unbanked.  By  sharing  the 
costs  and  risks  of  a  shared  branch,  the  participating  banks  can 
bring  these  areas  needed  human  (not  just  ATM)  banking  services  in 
a  cost  efficient  way. 

The  best  evidence  documenting  the  feasibility  of  the  shared  branch 
is  the  existence  of  several  of  them  owned  by  credit  unions  in 
Michigan  since  1975.  Credit  unions,  most  of  which  could  not  afford 
a  branch  in  a  suburban  shopping  center,  now  provide  a  full  menu  of 
services  in  not  just  one  office  but  through  a  low-cost  network 
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which  makes  them  more  competitive  with  banks.  This  concept  has  now 
been  replicated  by  credit  unions  in  several  states. 

The  shared  branch  has  yet  to  be  offered  in  inner  cities  or  by 
banks.  We  have  been  advocating  this  idea  since  the  1980's  but 
unfortunately  with  no  success.  We  even  approached  the  Fed's 
Consumer  Advisory  Council  in  October  1986  and  the  American  Bankers 
Association  in  1987  with  this  idea,  but  neither  organization  ever 
got  back  to  us  to  pursue  discussions. 

Because  CRA  is  back  on  the  front  burner  there  is  new  interest  in 
this  proposal.  A  group  of  banks  recently  formed  a  CRA  council  in 
Miami,  partly  in  response  to  our  unfortunate  conclusion  that  it  is 
now  the  third  lowest  CRA-rated  city  in  the  country  (after  Los 
Angeles  and  Chicago)  in  terms  of  the  number  of  substantial 
noncompliance  ratings.  I  was  asked  to  be  a  pro-bono  member  of  the 
Executive  Committee  of  this  group  and  have  since  won  their  hearty 
support  for  the  shared  branch  concept. 

We  expect  to  open  our  first  shared  branch  in  the  Liberty  City  or 
Overtown  communities  of  Miami  and  hope  that  it  will  be  a  model  for 
the  rest  of  the  country.  The  credit  union  group  in  Michigan 
refused  to  help  our  Miami  group  (even  for  a  fee)  because  "credit 
unions  don't  help  banks."  We  are  nonetheless  determined  to 
overcome  whatever  obstacles  there  may  be  to  open  our  first  shared 
branch  in  a  Miami  inner  city.  We  have  since  received  tremendous 
regulatory  support  for  our  model  shared  branch  from  the  Washington, 
Atlanta  and  Miami  offices  of  the  OCC. 

Congressional  endorsement  and  support  of  this  proposal  to  bring 
human  banking  services  to  underbanked  and  unbanked  inner  cities  can 
come  in  at  least  two  forms.  First,  direct  monetary  incentives  can 
be  provided  to  participants  through  tax  or  deposit  insurance 
credits.  Second,  the  shared  branch  sponsoring  group,  a  separately 
incorporated  service  center  comprised  of  member  banks,  can  be 
designated  as  a  conmunity  development  bank  and  benefit  through  that 
designation. 
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Recreate  c  Fifth  "Good"  CRA  Performance  Rating 

The  proposed  CRA  refonr,  contains  the  much  needed  fifth  or  "good" 
perforniance  rating.  However,  it  is  awkwardly  referred  to  as  "high 
satisfactory"  (as  compared  to  "low  satisfactory"),  because  the 
enabling  legislation  making  CRA  rstings  public  was  written  with 
only  four  categories.  This  was  primarily  done  in  response  to 
misguided  fears  by  the  banking  lobby  and  some  regulators  that  the 
traditional  five-tiered  rating  system  might  somehow  be  confused 
with  that  for  safety  and  soundness.  Like  all  other  examples  of  CRA 
paranoia,  no  such  problem  ever  developed.  A  statutorily  redefined 
five-  rather  than  four-tiered  system,  would  insure  full  disclosure 
of  the  ratings  under  the  new  system  and,  in  fact,  return  the  CRA 
rating  system  to  the  way  it  was  originally  designed  (i.e.,  with 
five  rather  than  four  ratings). 

Request  the  GAO  to  Investigate  and/or  Research  Important  CRA- 
Related  Questions 

The  General  Accounting  Office  (GAO)  would  probably  be  the  most 
appropriate  agency  to  objectively  examine  the  following  unanswered 
questions,  because  none  of  the  regulators  can  answer  them  in  an 
objective  manner: 

A.  What  really  happened  in  the  above-mentioned  case  of  apparent 
regulatory  favoritism  involving  the  OCC  and  the  Fleet/Norstar 
Financial  Group  in  its  winning  bid  for  the  failed  Bank  of  New 
England  Corporation? 

B.  What  is  the  extent  of  relevant  nonconfidential  information 
being  excluded  from  CRA  public  performance  evaluations  but 
included  in  the  confidential  portion  of  those  examinations? 

C.  What  are  the  relevant  social  costs  and  benefits  of  the 
current  Community  Support  Statement  program  at  the  Federal 
Home  Loan  Banks,  and  should  i  comparable  program  for  banks  be 
considered? 

0.  Would  an  explic--:  annual  CRA  assessment  or  tax,  that  would  be 
a  function  of  a  bank's  streamlined  CRA  rating,  bs  a  feasible 
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alternative  to  the  proposed   system   (see   summary   in 
attachment)? 

E.  What  are  the  relevant  social  costs  and  benefits  of  requiring 
the  public  disclosure  of  safety  and  soundness  ratings  and  a 
nonconfidential  portion  of  that  examination? 

Conclusion  -  Mho  is  Going  to  Stand  Up  to  the  Fed? 

CRA  has  been  working  on  and  off,  sometimes  much  better  than  other  times, 
since  the  law  was  developed  in  the  late  1970's.  But,  like  my  car  which  was  also 
built  back  then,  it  is  in  need  of  a  major  overhaul.  Not  just  some  body  work  and 
a  new  paint  job  but  a  complete  overhaul.  Unfortunately,  it  appears  that  we  got 
more  of  the  former  than  the  latter  with  the  proposed  CRA  reform. 

With  the  OCC's  leadership  the  CRA  reform  effort  appeared  to  be  moving 
well,  but  too  many  hands  working  under  the  hood  can  be  a  problem.  This  is 
especially  the  case  if  one  of  the  parties  is  heavy  handed  with  their  own  way  of 
doing  things.  This  is  apparently  what  happened  with  the  Fed,  doing  things  its 
way. 

This  is  the  Fed  way,  the  anti-CRA  way  its  been  doing  things  since  1977 
when  it  tried  to  kill  CRA.  The  Fed  way,  with  little  to  no  real  CRA  enforcement, 
has  effectively  undermined  CRA  enforcement  efforts  at  other  agencies.  In  at 
least  one  case  in  Memphis  last  year  the  Fed  effectively  overrode  an  OCC  merger 
denial  of  just  four  months  earlier,  much  like  a  neighborhood  bully. 

The  Fed  way  is  to  view  CRA  as  CRedit  Allocation  not  community 
reinvestment.  Their  credit  allocation  paranoia,  which  is  as  old  as  CRA,  is  in 
remission  when  the  Fed  lends  to  member  banks  at  the  below-market  discount  rate 
or  even  when  the  Fed  is  speaking  about  special  government  loan  or  tax  credit 
programs  to  benefit  small  businesses,  homeowners,  farmers  or  students.  These, 
however,  are  really  different  forms  of  credit  allocation  designed  to  channel 
credit  to  socially  desirable  areas.  Perhaps  the  Fed  wouldn't  feel  this  way  if 
they  realized  that  low-  and  moderate- income  households,  the  real  focus  of  CRA, 
represent  40%  of  America.  And,  roughly  three-fourths  of  all  low-  and  moderate- 
income  households  are  white. 

The  Fed  way,  much  like  the  friendly  regulator,  is  to  be  overly 
accommodating  to  the  views  of  the  banking  industry  on  CRA.  It  is  not  surprising 
that  this  industry,  but  especially  small  banks  which  would  benefit  from  the 
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"free  ride"  proposal,  are  siding  with  the  Fed  in  the  regulatory  consolidation 
debate. 

The  Fed  way  is  to  rewrite  history  if  necessary  to  support  their  view  that 
CRA  creates  not  solves  problems.  My  previously  referenced  book  contains  a  case 
study  of  the  CRA  types  of  problems  faced  by  our  first  bank  in  Philadelphia  in 
the  1780's.  This  case  study  apparently  prompted  a  Fed  Governor  to  publicly 
state  that  the  CRA  types  of  problems  there  primarily  were  responsible  for  the 
downward  turn  in  Pennsylvania's  economy  in  the  mid  1780' s.  This  distorted  view 
of  what  really  happened  (i.e.,  an  economic  downturn  caused  by  many  other 
problems)  can  be  easily  discounted  by  reviewing  numerous  historic  accounts  of 
that  period. 

No  one  may  ever  know  how  much  the  Fed  way  influenced  the  current  CRA 
reform  proposal  or  the  extent  of  the  debate  between  the  OCC  and  the  Fed.  The 
American  Banker  reported  (December  10,  1993)  that  "The  Fed  was  able  to  water 
down  many  of  the  plan's  key  elements."  They  later  reported  (December  13,  1993) 
that  "the  Fed  was  instrumental  in  toning  down  many  of  the  plan's  quantitative 
standards,  limiting  new  data  requirements  and  lightening  new  enforcement 
actions."  Someone  obviously  stood  up  to  the  Fed  by  insisting  that  the  new  CRA 
keep  one  specific  quantitative  standard  (i.e.,  a  60%  loan-to-deposit  ratio  in 
the  small  bank  streamlined  test).  Not  surprisingly  bankers  want  that  sole  ratio 
removed  from  that  test. 

The  Fed  way  was  to  openly  criticize  the  CRA  reform  proposal  on  the  day 
they  put  it  out  for  public  comment.  Different  Fed  Governors  sharply  criticized 
the  proposal  (American  Banker,  December  13,  1993)  calling  it  not  only  credit  but 
"resource  allocation,"  "a  fundamental  public  policy  mistake"  and  a  "wrong" 
approach.  The  Fed  further  questioned  the  legality  of  proposed  enforcement 
provisions  (which  implied  a  double  standard  on  the  basis  of  at  least  one  past 
Fed  action  in  Long  Beach,  California);  suggested  possible  conflicts  with  safety 
and  soundness  standards;  and,  emphasized  the  high  data  collection  costs  for 
banks.  In  this  latter  regard,  it  is  of  interest  that  the  Fed's  estimate  of  the 
annual  burden  of  the  proposed  CRA  reform  under  the  Paperwork  Reduction  Act  was 
so  broad  as  to  be  nearly  three  times  as  much  as  the  estimates  of  each  of  the 
other  three  regulators. 

If  the  Fed  had  its  way  there  would  be  no  new  CRA  -  or  any  CRA  for  that 
matter.  The  OCC  (and  perhaps  the  other  two  agencies)  therefore  are  to  be 
commended  for  the  improvements  in  the  new  CRA  they  were  able  to  apparently  get 
by  the  Fed. 
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The  Administration  reportedly  had  hoped  CRA  reform  could  be  accomplished 
by  the  regulators  without  Congressional  involvement.  The  CRA  reforms  as  written 
are  an  improvement  in  the  areas  noted,  but  real  and  meaningful  reform  is  not 
possible  so  long  as  the  Fed's  heavy  hand  is  involved.  Congressional  involvement 
as  recommended  above  therefore  is  not  only  desirable  but  critical  to  maintain 
the  integrity  of  CRA. 

Of  the  five  specific  areas  identified  here  in  need  of  a  complementary 
legislative  solution,  the  most  urgent  is  regulatory  consolidation  of  at  least 
the  compliance  function,  as  this  would  restrain  the  Fed's  heavy  hand.  We 
predict  that  the  very  favorable  results  of  such  a  consolidated  compliance 
function  would  be  the  best  evidence  that  complete  consolidation  would  be  in  the 
public  interest. 

We  believe  that  Congress  is  the  only  body  that  can  represent  the  public 
interest  in  standing  up  to  the  Fed  and  its  political  and  banking  interests.  The 
Fed  should  stay  focused  on  what  it  does  best  -  controlling  inflation  not 
discrimination.  The  Fed  speaks  of  "zero  inflation"  but  never  "zero 
discrimination."  The  only  inflation  the  Fed  apparently  tolerates  is  CRA  grade 
inflation,  and  our  research  has  shown  this  to  be  as  high  as  43%  in  the  case  of 
all  outstanding  ratings.  We  hope  that  the  two  new  Fed  Governors  will  provide 
a  more  balanced  view  and  consider  discrimination  not  just  inflation  to  be  a 
national  problem. 

In  conclusion  Congress  unlike  the  regulators,  has  a  great  track  record 
with  CRA.  Congress  brought  us  CRA  in  1977  and  opened  it  up  to  the  public  with 
disclosure  in  1989.  Here  we  are  five  years  later  with  an  urgent  need  for  major 
CRA  reform.  To  leave  it  in  the  hands  of  the  regulators,  the  ones  who  have  been 
responsible  for  most  of  the  problems  with  CRA,  would  be  a  mistake.  That  is  why 
we  recommend  a  complementary  legislative  solution  to  a  bank  regulation  problem. 

Mr.  Chairman,  thank  you  again  for  this  invitation  and  especially  your 
continued  Interest  and  leadership  in  this  vital  area.  It  was  delightful  working 
with  your  competent  and  helpful  staff.  I  look  forward  to  answering  any 
questions  that  you  or  any  members  of  the  Subcommittee  may  have  on  my  testimony. 
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Kenneth  H.  Thomas.  Ph.D 
6701  S.W.  80th  Street 
Miami,  FL  33143 
305-663-0100 


K.H.  THOMAS,  Ph.D. 

PROPOSALS 

FOR  CRA  REFORM* 


Expand  CRA  to  Nonbanks 

A.  Expand  CRA  to  credit  unions  using  same  arguments  as  to  why  CRA  is 
required  for  small  community  banks  (p. 352) 

B.  Develop   CRA-type   requirements   for   non-depository   financial 
institutions  (pp. 352-54) 

(1)  Money  market  mutual  funds 

(2)  Mortgage  bankers 

(3)  Consumer  finance  companies 

(4)  Insurance  companies 

(5)  Mutual  funds 

(6)  Other  financial  intermediaries  (e.g.,  Merrill  Lynch,  American 
Express,  pension  funds,  etc.) 

More  Objective.  Quantitative,  and  Structured  CRA  Performance  Evaluations 

A.  Comparative  Ratio  Analysis  (p. 354) 

(1)  Net  loan-to-deposit  ratios  relative  to  loan  quality 

(2)  Percent  of  loans  in  delineated  community 

(3)  Percent  of  loans  in  low-  and  moderate- income  ("low/mod") 
areas 

(4)  "CRA  loans"  (to  be  defined)  as  percent  of  all  loans  and 
assets 

(5)  Other  ratios 

B.  Comparative  HMDA  analysis  (p. 354) 

C.  Loan  analysis  (pp. 354-55) 

(1)  Minimum  loan  amounts,  if  any 

(2)  Special  fees  or  unfavorable  terms  on  small  loans,  if  any 

(3)  Average  loan  vs.  deposit  size 

(4)  Government  loan  programs  offered  and  amount  extended 

(5)  Other  calculations 


*Page  references  refer  to  discussion  in  Community  Reinvestment 
Performance  -  Making  CRA  i^ork  for  Banks,  Communities  and  Regulators  by 
Kenneth  H.  Thomas,  Ph.D.  published  in  1993  by  Probus  Publishing  of 
Chicago,  Illinois  (1-800-776-2871) 
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0.    Checklist  ("yes/no")  questions  (p. 355) 

(1)  Lifeline  checking? 

(2)  Free  government  check  cashing? 

(3)  Appointed  CRA  Officer  with  meaningful  CRA  agenda? 

(4)  Active  CRA  Conmittee  with  minutes  reported  to  Board? 

(5)  At  least  quarterly  CRA  discussions  at  Board? 

(6)  Regular  credit  advertising  in  minority  publications? 

(7)  Fully  expanded  CRA  statement? 

(8)  Office  closings  in  low/mod  areas? 

(9)  Any  technical  or  substantive  compliance 
violations? 

(10)  Other  questions 

3.  Greater  Consistency  in  CRA  Regulation  and  Enforcement  Among  the  Four 
Regulators  and  Among  Different  Regions  of  the  Same  Regulator 

A.  More  consistent  CRA  ratings  (p. 355) 

B.  More  consistent  CRA  enforcement  efforts  (p. 355) 

C.  More  consistent  length  and  style  of  public  performance  evaluations 
(pp. 355-56) 

D.  Modified  CRA  standards  for  specialized  banks  (p. 356) 

(1)  Wholesale  banks 

(2)  Foreign  banks 

(3)  Credit  card  banks 

(4)  Minority  banks 

(5)  Not  private  or  business  niche  banks 

E.  Publicly  disclosed  CRA  appeals  process,  preferably  centralized  at 
FFIEC,  available  for  banks  and  community  groups  (p. 357) 

NOTE:   "Safe  harbor"  or  similar  exemption  not  considered  as  a  feasible 
option. 

4.  Fifth  'Good"  CRA  Rating  and  Rating  Guidelines 

A.  Five-tier  CRA  rating  system  with  "good"  rating  added  (pp. 357-58) 

B.  General  guidelines  on  CRA  ratings  distribution  of  above-average, 
average,  and  below-average  categories.  For  example,  is  current  10% 
-  80%  -  10%  appropriate  or  should  it  be  25%  -  50%  -  25%?  (p. 358) 

C.  Guidelines  on  minimum  and  maximum  CRA  ratings  for  assessment  factor 
D  and  F  compliance  violations.  For  example,  outstanding  banks  have 
no  violations  of  any  type  and  banks  with  "substantive"  violations 
rate  no  better  than  needs  improvement  (p. 358) 

D.  Guidelines  on  minimum  and  maximum  CRA  ratings  based  on  key  ratios. 
For  example,  persistent  and  unjustified  very  low  net  loan-to- 
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deposit  ratios  (such  as  15-25%  or  less)  or  repeated  significant 
HMDA  "gaps"  between  minority  and  nonminority  loan  denial  rates 
result  in  below-average  rating  (pp. 369-70) 

E.  Guidelines  on  what  does  and  does  not  qualify  for  CRA  "credit."  For 
example,  CRA  credit  for  contributions  to  low/mod  housing 
organizations  but  not  general  charities  (p. 370) 

Specialized  Compliance  Examiners  at  OCC  (pp. 358-59)  -  IN  PROCESS  OF 
IMPLEMENTATION 


6.  Aggressive  Training  of  Compliance  Examiners  in  CRA  and  Safety  and 
Soundness  Through  Individual  Agency  and  Joint  FFIEC  Programs 

A.  Require  CRA  examiners  to  read  other  public  performance  evaluations 
(p. 359) 

B.  Require  CRA  examiners  to  accompany  safety  and  soundness  examiners 
on  a  rotating  basis  for  training  (p. 359) 

7.  Centralize  All  Compliance  Functions  in  New  Federal  'Super-Regulator' 

A.  Pilot  CRA  joint  examination  program  through  FFIEC  with 
representatives  from  four  agencies  (pp. 359-60) 

B.  CRA  "swat  team"  approach  of  examining  all  banks  and  thrifts  in  one 
community  at  same  time  with  interviews,  seminars,  and  publicly 
disclosed  ratings  (p. 360) 

C.  Published  compliance  schedule  with  exam  frequency  being  a  function 
of  last  CRA  rating:  24  months  for  outstanding  rating;  18  months 
for  new  "good"  rating;  12  months  for  satisfactory  rating;  9  months 
for  needs  improvement  rating;  and,  6  months  for  substantial 
noncompliance  rating  (p. 360) 

D.  Published  no-charge  weekly  listing  of  completed  CRA  ratings  (p. 360) 

E.  Toll-free  800  "hotline"  for  any  CRA  questions  or  complaints  (p. 360) 

8.  Change  CRA  Emphasis  From  'Including*  Low-  and  Moderate- Income  'Areas'  to 
"Especially"  Low-  and  Moderate- Income  'People"  (pp. 361-62) 

9.  Eliminate  Unnecessary  and  Irrelevant  CRA  Documentation  and  Paperwork 

A.  Reevaluate  CRA  public  file  requirement  (p. 362) 

B.  Reevaluate  CRA  statement  requirement  (p. 362) 
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C.  See  CRA  Cost/Benefit  Matrix  for  distinctior  between  those 
activities  that  primarily  benefit  CRA  rating  (i.e.,  documentation) 
and  those  tnat  also  benefit  the  coomunity  (p. 331  and  p. 362) 

(1)  Regulatory  encouragement  and  CRA  credit  ''o'-  "shared  branch" 
concept  in  inner  cities  and  small  rural  communities 

(2)  Regulatory  encouragement  and  CRA  credit  for  investments  in 
and  other  assistance  to  community  development  and  minority 
banks 

10 .  Consider  'CRA  Assessment'  Proposal  -  A  Major  Restructuring  of  CRA  System 
With  Specific  Monetary  Incentives  for  Good  Performance  and  Disincentives 
for  Bad  Performance  (pp. 362-63  and  pp. 367-71) 

A.  We  estimate  that  CRA  cost  all  banks  and  thrifts  approximately  12 
basis  points  of  1991  average  deposits  based  on  ABA  and  IBAA 
regulatory  burden  studies. 

B.  The  CRA  assessment  proposal  makes  a  portion  or  this  implicit  "tax" 
an  explicit  one  in  exchange  for  removal  of  most  CRA  requirements 
(and  recommendations)  such  as  the  CRA  public  file,  statement,  plan, 
geocoding  analysis,  training  programs,  self  assessments,  credit 
needs  ascertainment,  etc. 

C.  A  greatly  streamlined  (quantitative  and  checklist  type)  CRA  exam  of 
actual  lending  performance  would  result  in  a  published  CRA  rating 
as  today,  but  the  examiners  not  the  bankers  would  perform  any 
necessary  data  analysis  including  geocoding. 

D.  Banks  pay  an  annual  performance-adjusted  CRA  assessment  based  on 
June  30  FDIC  and  GTS  deposit  surveys  as  follows:  outstanding 
rating  --  0;  new  "good''  rating  --  3  basis  points  (bp)  on  deposits; 
satisfactory  rating  --  6  bp;  needs  improvement  rating  --  9  bp;  and, 
substantial  noncompliance  rating  --  12  bp.  Tne  average  6  bp 
assessment  would  be  one-half  the  estimated  12  bp  cost  of  CRA. 

E.  CRA  assessment  receipts  (estimated  at  $2.2  billion  in  1991)  are 
returned  or  pro-rata  basis  to  local  communities  (based  on  mid-year 
FDIC/OTS  deposit  origination  survey)  for  community  reinvestment, 
especially  by  low-  and  moderate- income  people.  Actual  CRA 
compliance  costs  in  1991  at  all  banks  and  thrifts  were  well  in 
excess  of  $2.2  billion.  This  proposal  would  put  that  $2.2  billion 
back  into  local  communities  rather  than  giving  it  to  CRA  compliance 
vendors  and  personnel . 

11.  Expanded  Disclosure  of  CRA  Ratings  and  Performance  Evaluations 

A.  Objective  study  (e.g.,  by  General  Accounting  Office)  to  determine 
extent  of  relevant  nonconfidential  information  being  excluded  from 
CRA  public  performance  evaluations  but  included  in  confidential 
portion  of  examinations  (pp. 363-64) 
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B.  Regularly  (e.g.,  monthly  or  quarterly)  published  listing  of  the 
results  of  the  evaluations  of  the  Community  Support  Statements 
(CSS)  of  Federal  Home  Loan  Bank  members  (p. 364) 

C.  Reevaluate  social  costs  and  benefits  of  current  CSS  program  at 
Federal  Home  Loan  Banks  and  determine  if  comparable  program 
involving  Fed's  discount  window  is  needed  (pp. 364-65) 

D.  Future  consideration  of  public  disclosure  of  safety  and  soundness 
ratings  and  nonconfidential  portion  of  examinations  (p. 365) 

E.  Require  banks  and  regulators  to  maintain  and  make  available  upon 
request  copies  of  all  past  public  (i.e.,  post-June  30,  1990)  CRA 
performance  evaluations  (p. 365) 

12.  Disclosure  of  Individual  Assessment  Factor  and  Performance  Category 
Ratings  in  Public  Performance  Evaluations  so  Banks  and  the  Conwiunitv  Alike 
Will  Know  How  a  Final  Rating  Was  Determined  (p. 365) 

13.  More  Timely  Disclosure  of  CRA  Ratings  and  Performance  Evaluations 

A.  Require  regulators  to  transmit  completed  CRA  rating  and  performance 
evaluation  within  specified  time  (e.g.,  45  total  days)  after  exit 
interview  (p. 365) 

B.  Require  public  disclosure  by  bank  of  CRA  rating  and  performance 
evaluation  upon  receipt  of  them  (p. 365) 

C.  Require  banks  to  publish  CRA  rating  and  availability  of  public 
performance  evaluation  in  local  paper  of  wide  circulation  within 
short  period  (e.g.,  five  business  days)  of  receipt  (p. 366) 

D.  Require  regulators  to  publish  compliance  examination  schedule 
(p. 366) 

14.  CRA  Ratings  and  Performance  Evaluations  for  Individual  Banking  Markets 

A.  Require  separate  CRA  ratings  and  performance  evaluations  by  state, 
at  a  minimum,  for  interstate  thrifts  (e.g..  Great  Western)  (p. 366) 

B.  Require  separate  CRA  ratings  and  performance  evaluations  by  banking 
market  for  large  statewide  banks  if  they  are  one  of  the  largest 
(e.g.,  top  5)  banks  in  the  market  (pp. 366-67) 

15.  Publicly  Disclosed  Written  Guidelines  on  Conditions  for  Issuing  CRA- 
Related  Informal  vs.  Formal  Enforcement  Actions.  Conditional  Approvals  vs. 
Denials  of  Branch  and  Merger  Applications.  Civil  Money  Penalties,  and 
Justice  Department  Referrals  (p. 367) 
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U.S.  HOUSE  OF  REPRESENTATIVES 
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CHAIRMAN 


Mr.  Chairman  Members  of  the  Subcommittee,  the  Consumer 
Federation  of  America  (CFA)  appreciates  the  opportunity  to  testify 
today  on  the  sweeping  changes  that  the  Federal  banking  regulatory 
agencies  have  proposed  for  tne  administration  of  the  Community 
Reinvestment  Act  ;CRA).  This  Subcommittee  —  along  with  the 
Subcommittee  on  Consumer  Credit  and  Insurance  —  are  performing  a 
critically  important  public  service  in  airing  issues  surrounding 
these  new  approaches  to  CRA. 

The  proposed  changes  ar^  jndoubtedly  the  most  radical  surgery 
by  regulation  that  has  ever  Deen  at-empted  on  a  banking  law  — 
particularly  on  a  =5ratute  t-;i  has  bean  on  the  books  for  over  17 
years.  This  fact  along  calls  for  the  Congress  to  take  the  most 
careful  detailed  examination  of  the  regulators'  handiwork  before  it 
is  locked  into  place .. 


IKDUSTRY  ASSAULT  OK  THE  CRA 

CFA  believes  that  it  is  important  to  recall  that  the  CRA  has 
been  the  target  of  choice  for  the  banking  industry  from  the  day 
that  President  Carter  affixed  his  signature  to  the  Act  in  1977.  The 
proposal  to  rewrite  regulatory  approaches  must  bs  seen  agains'i  a 
backdrop  of  a  Icng-sranding,  well  financed  and  highly  misleading 
campaign  by  the  banring  indus'cry  to  convince  the  public,  the  media., 
the  Congress  and  tfc£  regulators  that  they  are  the  victims  —  not 
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local  communities  and  consumers. 

This  campaign  has  had  big  bucks  behind  it  and  lots  of 
reputations  among  the  lobbyists  at  the  banking  trade  associations 
and  among  major  law  firms  have  been  at  stake.  Influence  heavy  law 
firms  and  public  relations  operatives  have  been  hired  to  convince 
everyone  that  bankers  are  burdened  by  paper,  excessive  regulatory 
requirements  and  are  required  to  miss  afternoon  golf  games  to  meet 
CRA  the  requirements  of  regulations. 

As  a  result,  in  much  of  the  press,  paperwork,  needed  to 
monitor  a  bank,  invariably  becomes  "unnecessary"  or  "excessive"  or 
"burdensome"  paperwork.  In  reviewing  the  agencies  proposal,  this 
Committee  needs  to  look  past  these  cliches  and  adjectives  —  beyond 
the  banks'  public  relations  campaign. 

Under  the  current  CRA  rule,  banks  are  required  to  identify 
their  service  territory,  list  the  type  of  loan  products  they 
routinely  sell,  know  their  community  (including  low-  and  moderate- 
income  and  minority  citizens,  something  that  some  bankers  may  find 
burdensome),  involve  their  board  of  directors  in  CRA  related 
decisions,  maintain  a  file  of  comments  received  by  the  banks  and 
copies  of  CRA  evaluations,  and  operate  in  a  non-discriminatory 
manner  in  helping  to  meet  the  credit  needs  of  the  community  they 
have  acquired  a  charter  to  serve. 

Essentially,  these  are  just  simple  garden  variety  everyday 
steps  that  any  business  person  would  take  if  he  were  trying  to  sell 
products  in  the  community.  Sort  of  like  Business  101.  But,  in 
banking  school,  these  are  apparently  taught  under  the  title  of 
"Burdens  101". 

On  occasion,  bank  regulators  have  been  required  to  submit 
factual  data  about  CRA  to  this  Committee  and  others  in  the  Congress 
—  outside  the  bank  propaganda  about  excessive  paperwork  burdens. 

Chairman  Greenspan,  responding  to  a  request  from  the  Senate 
Banking  Committee  in  August  of  1992,  for  example,  was  quite  candid 
in  stating: 

"Relatively  little  documentation  is  called  for  under  the 
technical  requirements  of  the  CRA." 

Then  in  answering  an  additional  question  about  other  materials 
suggested  to  be  maintained  by  a  bank  for  CRA  purposes  the  Federal 
Reserve  Chairman  responded: 

"We  have  strongly  urged  the  banks  we  regulate  to  retain  for 
the  examiners  review  such  documentation  as  is  useful  to  the 
institution's  own  management  needs". 

"Documentation  useful"  to  the  management  of  the  bank  —  and 
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this  is  burdensome  paperwork? 

The  Office  of  Thrift  Supervision  told  the  Committee: 

"Most  of  the  information  requested  [for  a  CRA  examination] 
should  be  readily  available. .. .Very  little  of  the  information 
requested  is  created  solely  for  examination  purposes. ..[ it  is] 
information  that  is  useful  to  the  institution  in  serving  its  own 
management  needs ..." 

And  OCC  replied  similarly: 

"...The  OCC  suggests  that  national  banks  maintain  and  provide 
examiners  any  formal  documents  used  by  management  in  supervising 
and  monitoring  the  CRA  program  implemented  [by  the  bank]". 

OTS,  being  very  thorough  in  its  response,  added  this  note  for 
everyone : 

"...along  with  federal  regulatory  agencies,  (OTS)  issued  a 
press  release  on  June  17,  1992,  clarifying  that  the  agencies  base 
their  evaluation  of  CRA  performance  primarily  on  how  well  an 
institution  helps  meet  the  credit  needs  of  its  community,  not  on 
the  amount  of  documentation  it  maintains." 

These  are  the  words  of  the  agencies  themselves.  Yet,  the  bank 
public  relations  machines  continue  to  crank  out  the  horror  stories 
and  all  too  much  of  the  media  picks  up  the  tune. 

EVERYONE  HAS  A  STAKE  IN  A  WORKING  CRA 

Mr.  Chairman,  it  is  no  secret,  as  you  know  well,  that  programs 
perceived  as  being  only  for  the  low-  and  moderate-income  and 
minority  populations  are  not  popular  with  some  of  the  more 
affluent.  And,  although  CRA  requires  "helping  to  meet  credit  needs 
of  the  entire  community"  it  often  is  derided  as  "just  another  one 
of  those  programs  for  the  poor" . 

But,  the  middle  class  and  the  more  affluent  should  realize 
that  the  failure  of  banks  to  invest  in  a  local  community  hurts  the 
entire  community.  Banks  are  financial  intermediaries.  When  needs 
are  neglected  in  low-  and  moderate-income  areas,  when  neighborhoods 
decline  for  lack  of  investment  and  when  human  needs  are  neglected, 
the  entire  community  pays  a  price  —  often  in  the  form  of  higher 
taxes  and  declining  tax  bases. 

When  banks  abandon  a  community  —  when  CRA  is  ignored  — 
local,  state  and  federal  governments  try  to  and  must  fill  the  gaps 
—  and  this  is  becoming  increasingly  difficult  as  the  gaps  have 
widened.  Banks,  in  too  many  cases,  are  shifting  their  local 
responsibilities  on  to  the  backs  of  taxpayers  while  they  chase 
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high-flying  speculative  investments  —  more  and  more  off-balance 
sheet  activity  that  is  sending  local  communities  into  economic 
tailspins. 

A  properly  enforced  CRA  —  one  which  CFA  hopes  the 
Administration's  review  will  result  in  —  benefits  the  entire 
community  —  including  those  that  scream  the  loudest  about 
increasing  tax  burdens.  The  affluent,  as  well  as  the  poor,  have  a 
real  stake  in  making  sure  that  institutions  chartered,  insured, 
subsidized  and  protected  by  the  public,  need  —  and  do  —  meet 
minimal  CRA  requirements. 

THE  JOINT  AGENCY  PROPOSED  RULE 

In  an  effort  to  quell  this  noisy  destructive  campaign  and 
preserve  CRA,  President  Clinton  last  June  order  the  regulators  to 
come  up  with  a  new  regulatory  scheme  —  something  that  became 
vaguely  described  as  "performance  over  process" . 

CFA  believes  the  regulators,  led  by  Comptroller  of  the 
Currency,  Eugene  Ludwig,  have  made  a  good  faith  effort  —  despite 
feet-  dragging  by  some  Governors  of  the  Federal  Reserve  Board.  But, 
whether  "good  faith"  translates  into  "good  regulation"  is  something 
that  this  Committee  and  the  entire  Congress  must  closely  examine. 

CFA  looks  on  the  regulators'  product  as  truly  a  mixed-bag,  a 
mystery  bag  of  rules  that  in  some  areas  raise  lots  of  new  questions 
and  concerns. 

The  proposed  CRA  regulations  seek  to  place  greater  emphasis  on 
a  lending  institution's  actual  record  of  performance  —  loans  made 
and  services  delivered  —  and  place  less  emphasis  on  the  process 
the  lender  goes  through  to  achieve  its  record.  The  proposal 
certainly  establishes  a  framework  for  this  shift  in  emphasis  and  it 
also  contains  some  constructive  improvements  over  the  current  CRA 
evaluation  scheme. 

Yet,  the  proposed  regulations  do  not  effectively  address  a 

number  of  important  concerns,  and  In  a  number of key — areas, 

actually  could  weaken  enforcement.  We  believe  that ynless — the 

proposed  regulations  are  significantly  strengthened, they  could 

result  in  less  —  not  more  —  reinvestment  in  underserved  banking 
markets  across  the  country. 

On  the  positive  side,  CFA  applauds: 

1.  Disclosure  of  small  business  and  c9"g«"nt»r  lending. 

Consumer,  community  and  small  business  advocates  have  long 
fought  for  expanded  disclosure  of  lending  activities  as  a  necessary 
ingredient  in  evaluating  bank  performance  in  community  lending.  The 
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rule  would  require  geo-coded  information  on  small  business  and 
consumer  lending  by  larger  institutions  which  will  provide  the 
public  with  important  new  information  for  evaluating  lender 
performance . 

The  final  rule  must  require  reporting  of  small  business 
lending  by  census  tract  and  race  of  borrower  and  the  reports  must 
be  broken  down  by  size  categories  that  identify  lending  support  for 
the  truJy  small  businesses  so  important  in  providing  the  "glue" 
that  helps  hold  neighborhoods  together.  It  will  also  be  important 
to  make  certain  that  the  public  has  ready  access  to  the  new 
information  in  user  friendly  formats. 

2.  Recognition  of  the  importance  of  banking  services. 

The  proposed  rule  gives  weight  to  bank  branches  maintained  in 
low-  and  moderate-income  and  minority  neighborhoods  and  the  product 
offering  of  low-cost  checking  accounts  and  government  check  cashing 
within  these  facilities.  Consumer  advocates  have  long  held  the  view 
that  the  successful  delivery  of  credit  to  underserved  consumers  and 
communities  is  based  on  the  availability  of  a  continuum  of  banking 
services  and  established  relationships  between  lower  income 
consumers  and  their  financial  service  provider. 

The  final  rule  must  make  clear  that  the  regulators  will 
require  more  than  poorly-manned  "brick  and  mortar"  branches  that 
provide  little  or  no  real  banking  service  in  low-income 
communities.  Institutions  must  be  examined  for  the  quality  and 
accessibility  of  advertised  banking  services. 

3.  Acknowledgement  of  authority  to  exercise  supervisory 
powers . 

For  the  first  time,  the  regulators  will  recognize  their 
authority  to  impose  cease  and  desist  orders  and  administrative 
fines  for  non-compliance  with  CRA  —  rather  than  limiting  the 
sanctions  to  denial  of  corporate  applications.  This  tool,  long 
sought  by  consumer  and  community  organizations,  will  have  meaning 
only  if  it  is  used  vigorously  and  not  left  to  gather  dust  on  the 
regulators'  shelves. 

The  final  rule  must  lower  the  threshold  of  non-compliance  that 
would  render  an  institution  subject  to  supervisory  penalty.  Grace 
periods  for  non-compliance  should  last  no  longer  than  one 
examination  cycle. 

4 .  Advance  notice  of  CRA  exctmi nations. 

The  proposed  rule  provides  that  the  regulators  shall  publish 
30  days  in  advance  all  CRA  examinations  scheduled  for  the  next 
quarter.  This  will  give  community  organizations  and  other  members 
of  tlie  public  an  opportunity  to  assemble  their  concerns  about 
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lending  practices  and  make  this  material  available  to  the 
examiners. 

In  order  for  examiners  to  receive  the  full  benefit  of  public 
input  into  a  compliance  review  it  is  necessary  for  the  agencies  to 
conduct  ongoing  outreach  to  the  community.  The  final  rule  should 
require  the  agencies  to  include  in  each  CRA  evaluation  a  discussion 
of  community  perceptions  of  an  institution' s  CRA  performance  and 
how  those  findings  comport  with   the  examiners  assigned  rating. 

AREAS  HEEDING  CLARIFICATION 

A  number  of  areas  in  the  proposed  rule  offer  promise  of 
advance  over  the  current  compliance  procedure.  However,  CFA  is 
concerned  that  without  refinement  this  promise  will  fail  to  come  to 
fruition. 

1.  "Market  Share". 

Central  to  the  new  evaluations  will  be  a  so-called  market- 
share  test.  In  short,  the  market  share  on  the  low-  and  moderate- 
income  side  of  town  must  be  "roughly  comparable"  to  that  of  the 
bank's  market  share  on  the  affluent  side  of  town. 

While  this  approach  has  potential  merit  in  assessing  whether 
or  not  lenders  are  treating  all  areas  within  their  local  markets 
fairly,  CFA  is  concerned  that  insufficient  data  will  be  available 
to  examiners  to  make  such  determinations?  Major  financial  entities 

—  such  as  mortgage  bankers  and  insurance  companies  —  are  not 
required  to  report  such  data  and  does  this  create  the  potential  for 
distortion?  Service  areas  of  banks  vary  and  will  this  fact  distort 
the  market  test? 

Most  importantly,  what  does  the  test  show  when  banks  are 
simply  poor  performers  across  the  economic  strata  of  the  community 

—  and  peddle  their  loans  out  of  territory  through  participations 
and  other  schemes?  In  these  cases  are  the  regulators  simply 
providing  a  test  for  the  "lowest  common  denominator"  —  i.e.,  a 
race  for  the  bottom? 

The  market  share  test  has  possibilities  but  its  workability 
needs  to  be  examined  very  closely  and  the  regulators  and  the 
Congress  need  to  determine  whether  this  test  should  be  the  central 
item  in  a  CRA  evaluation. 

2 .  Data  Collection. 

Since  the  new  CRA  is  based  on  "performance"  will  examiners 
have  sufficient  information  on  which  to  evaluate  performance?  We 
are  alarmed  by  reports  from  the  General  Accounting  Office  that 
suggest  that  the  regulators  do  not  plan  to  verify  new  reported  data 
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on  commercial  and  consumer  lendinq.  If  this  is  the  case,  we  will 
have  much  of  the  CRA  evaluation  and  rating  based  on  "self- 
certifications"  by  the  banks  and,  as  the  GAO  has  found,  these  in- 
house  numbers  have  often  proved  faulty  in  the  past. 

The  regulators  must  develop  a  methodology  for  ensuring  the 
integrity  of  the  data  on  which  the  CRA  evaluations  are  made  even  if 
this  means  paperwork  for  the  institutions.  The  verification  of  CRA 
data  should  be  no  less  than  that  required  for  safety  and  soundness . 

3 .  Bank  outreach  to  th^  nnmiminity. 

In  drafting  the  new  regulations,  the  regulators  wiped  out  the 
current  twelve  CRA  assessment  factors  (performance  factors)  that 
have  guided  CRA  examiners  since  the  adoption  of  the  Act.  Among  the 
items  summarily  dropped  from  the  list  were  requirements  for 
examiners  to  evaluate: 

"A.  Activities  conducted  by  the  institution  to  ascertain  the 
credit  needs  of  its  community  including  the  extent  of  the 
institution's  efforts  to  communicate  with  members  of  its  community 
regarding  the  credit  services  being  provided  by  the  institutions. 

B.  The  extent  of  the  institution's  marketing  and  special 
credit-related  programs  to  make  members  of  the  community  aware  of 
the  credit  services  offered  by  the  institution." 

Both  of  these  outreach  functions  have  been  criticized  from 
time  to  time  by  banks  as  "burdensome"  requirements.  It  would  seem 
that  "ascertaining  the  credit  needs"  would  be  on  the  first  page  of 
the  lending  manual.  To  describe  this  as  a  "burden"  boggles  the 
imagination.  It  is  equally  strange  to  describe  as  a  burden  the 
"marketing"  of  bank  products . 

CFA  has  always  regarded  these  two  assessment  factors  — 
knowing  credit  needs  and  marketing  efforts  to  all  segments  of  the 
community  —  to  be  front  and  center  necessary  bank  outreach.  We  are 
at  a  loss  to  understand  why  the  regulators  dropped  these 
requirements . 

The  regulators  should  clarify  their  intent  and  continue  to 
examine  these  and  other  outreach  functions .  Outreach  and  marketing 
should  be  part  of  the  regulations.  If  properly  and  vigorously 
carried  out,  these  outreach  functions  aid  banks  in  learning  about 
the  banking  needs  of  their  communities  and  can  help  lure  consumers 
away  from  high-priced  check  cashing  firms,  expensive  money  order 
outfits  and  loan  sharks  —  and  turn  these  financial  service 
consumers  into  profitable  customers  for  the  banks. 
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WHAT  MUST  BE  ELIMINATED  FROM  THE  RULE 

Other  aspects  of  the  proposed  rule  mark  a  dramatic  step 
backward  from  current  enforcement  efforts  of  the  Act.  We  believe 
that  these  weaknesses  are  so  great  that  if  they  cannot  be  struck 
from  the  final  rule,  CFA  would  prefer  that  no  change  be  implemented 
in  the  current  CRA  rule. 

1 .  Small  bank  exemption. 

The  single  greatest  fault  of  the  rule  is  its  proposal  to  take 
away  protections  for  consumers  and  communities  at  80  percent  of  the 
nation's  banks. 

Caving  into  the  industry's  campaign  to  exempt  so-called  small 
banks,  the  regulators  have  proposed  a  "two-tiered"  system  which 
will  mean  that  institutions  with  $250  million  or  less  in  assets  may 
qualify  for  an  exemption  from  full-scale  examinations  under  the 
CRA. 

The  CRA,  as  passed  by  the  Congress  in  1977,  contains  no 
exemption  or  even  suggestion  of  exemption  on  the  basis  of  size. 

True,  there  have  been  attempts  to  change  the  law  in  this  area. 
But  these  efforts  have  failed  miserably  —  the  latest  attempt  by  a 
four-to-one  margin  in  this  Committee  in  1991.  And,  the  Senate 
Banking  Committee  conducted  a  top  to  bottom  examination  of  CRA  in 
1992  and  emphatically  rejected  the  idea  that  smaller  bankers  should 
be  exempted  from  the  law.  In  a  report  issued  in  November  of  1992, 
the  Committee  said: 

"The  Committee  found  no  evidence  that  banks,  simply  because 
they  are  small  and/or  located  outside  of  metropolitan  areas, 
inherently  serve  their  communities.  Many  small  banks  provide 
exemplary  services,  but  many  do  not.  Residents  of  small  rural  areas 
deserve  to  have  financial  institutions  that  meet  the  same  standards 
as  those  in  urban  areas.  In  fact,  the  role  of  the  regulator  in 
small  areas  is  even  more  important  than  urban  areas  because  the 
regulators  are  the  only  ones  who  can  implement  and  enforce  the 
law." 

One  of  the  criteria  for  gaining  the  regulators  exemption  is  a 
showing  that  60  percent  of  the  deposits  are  going  out  in  the  form 
of  loans  —  a  mid-range  number  that  is  hardly  sensational  from  the 
standpoint  of  meeting  community  needs.  But,  now  there  are  well 
placed  reports  that  the  lobbyists  are  at  work  to  lower  that  number. 
Sadly,  these  stories  suggest  that  the  Comptroller  and  other 
regulators  are  providing  a  receptive  ear  to  the  banker's  pleas  for 
administrative  exemptions.  Clearly,  regulators  are  just  throwing  up 
numbers  in  hopes  that  they  can  satisfy  banker  demands. 

There  is  no  showing  of  data  that  would  establish  what  is  and 
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what  is  not  a  proper  level  for  the  loan  to  deposit  ratio.  Of 
course,  the  banks  tell  everyone  that  their  loan  ratio  is  low  for 
lack  of  demand  and,  thus,  they  have  no  choice  but  to  put  their 
depositors'  money  into  government  securities  rather  than  in  the 
community. 

The  truth  of  those  claims  can't  be  established  without  looking 
at  economic  conditions  and  the  credit  needs  of  some  of  these 
communities  where  the  exempt  banks  operate.  Poverty  in  rural  areas, 
among  both  whites  and  African-Americans,  is  extremely  high  and 
long-standing.  Small  towns  and  rural  communities  are  desperate  for 
economic  development  and  jobs.  We  cannot  place  all  the  blame  for 
these  economic  problems  on  the  banks.  But  independent  banks  claim 
to  be  leaders  —  "we  are  oriented  to  our  communities"  —  and  they 
cannot  escape  responsibility  —  and  many  cannot  justify  the  fact 
that  most  of  their  deposits  are  not  devoted  to  credit  extensions 
within  their  community.  Nearly  2,500  banks  under  $250  million  put 
less  than  half  of  their  deposits  in  loans.  The  regulators  and 
Congress  ought  to  know  why  before  they  start  passing  out  free 
passes. 

The  record  also  reveals  that  almost  all  of  the  "substantial 
non-compliance"  ratings  handed  out  under  CRA  have  gone  to  banks 
under  $250  million  in  assets.  So,  the  regulators  are  now  in  the 
position  of  recommending  that  the  very  category  of  banks  with  the 
worst  records  be  granted  broad  exemptions. 

We  should  also  note  that  not  all  these  $250  million  banks  are 
located  in  the  far  reaches  of  rural  America.  Some  operate  in  urban 
areas  and  are  important  to  city  neighborhoods.  For  example. 
National  Capital  Bank  —  which  would  be  eligible  for  this  exempt 
category  —  is  located  only  three  blocks  from  this  hearing  room  and 
serves  a  racially-mixed  neighborhood  on  Capitol  Hill  as  well  as 
maintaining  a  branch  Across  the  Anacostia  River.  Certainly,  it  is 
important  to  the  District  of  Columbia  that  this  bank  —  and  all 
others  operating  here  —  be  examined  regularly  and  that  citizens 
who  use  the  institution  have  the  same  protections  as  those  who 
enter  a  facility  operated  by  Nations  Bank,  Citibank  or  any  other 
larger  institution. 

The  regulators  are  quick  to  assure  everyone  that  the  banks 
will  loose  their  exemptions  if  they  are  found  in  violation  of  fair 
lending  laws.  But,  when  the  Senate  looked  at  the  fair  lending 
enforcement  in  1992,  it  found  only  one  referral  of  a  fair  lending 
violation  from  all  three  banking  agencies.  The  enforcement  has 
improved  under  the  current  Administration  and  a  few  more  cases  have 
been  brought.  But,  bankers  still  can't  be  too  worried  about  a  fair 
lending  case  doing  in  their  exemption.  If  regulators  are  truly 
serious  on  this  point,  the  exemption  should  be  removed  when  there 
is  showing  of  a  significant  disparity  in  lending  patterns  to  non- 
minorities  and  minorities  as  reflected  in  virtually  all  the  current 
data  collected  under  the  Home  Mortgage  Disclosure  Act. 
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other  criteria  which  might  cause  the  exemption  to  be  lost 
depend  on  hard  data  being  in  the  hands  of  the  examiners.  But  the 
small  banks  are  to  be  exempt  from  much  of  this  data  collection.  So 
what  does  the  regulator  look  at  to  determine  the  validity  of  the 
exemption?  A  wonderful  regulatory  Catch-22  that  will  make  the 
criteria  worthless  and  will  expose  millions  of  consumers  to  the 
indifference  of  a  disinterested  local  banker. 

This  exemption  goes  beyond  the  CRA  and  is  clearly  contrary  to 
the  intent  of  the  Congress  and  is  destructive  to  the  purposes  of 
the  Act.  Without  formal  full-scale  examinations  and  without  data 
collection,  the  information  on  this  category  of  banks  will  be  in 
the  form  of  "self-certifications".  The  regulators  should  delete 
this  provision  and  if  they  do  not,  the  Congress  should  act  quickly 
and  forcibly  to  restore   the  integrity  of  the  Act. 

2 .    Investment  and  non-lending  loophole. 

The  new  rules  place  far  too  much  emphasis  on  one-shot  quickie 
investments  that  banks  might  make  to  a  community  development 
corporation  or  other  non-bank  entity.  While  some  of  these 
investments  might  be  commendable  and  needed,  they  should  not  become 
an  easy  out  for  banks  that  don't  want  to  do  the  day-to-day  work 
necessary  to  make  CRA  a  living  viable  law  for  long-term  economic 
development  of  local  communities. 

This  desire  to  write  a  check  and  "be  done  with  the  problem 
sight  unseen"  is  like  the  community  that  builds  the  freeway  high 
over  the  low-income  areas  so  the  good  suburbanites  and  tourists 
won't  have  to  see  or  travel  through  the  slums  —  or,  perhaps,  feel 
guilty  about  them. 

But,  there  are  practical  reasons  for  neighborhoods  wanting 
banks  to  be  part  of  the  community,  to  learn  about  the  community, 
and  to  eventually  be  convinced  that  people  dressed  in  work  clothes 
and  with  differing  racial,  ethnic,  economic  and  social  backgrounds 
can  be  worthy  and  profitable  customers. 

Hopefully,  this  means  that  the  banker  who  runs  the  Chamber  of 
Commerce,  sits  on  the  City  Council  and  is  generally  the  "Big  Daddy" 
in  the  community  will  have  a  stake  in  all  parts  of  the  community  — 
and  will  speak  up  for  all  neighborhoods  in  the  high  councils  of  the 
establishment . 

But,  this  kind  of  hands-on  day-to-day  involvement  and 
individual  investment  is  not  nurtured  if  CRA  promotes  these  one- 
time indirect  investments  as  substitutes  for  full-time  banking.  It 
doesn't  build  the  understanding  that  is  so  badly  needed  if  economic 
bridges  are  to  be  more  than  flimsy  temporary  foot  bridges  that  are 
so  often  over  run  by  the  rushing  tides  of  bankers  speculative 
pursuits. 
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Lastly,  the  proposed  rule  grossly  exceeds  the  authority  of  the 
Act  in  permitting  a  lender  to  buy  its  way  out  of  CRA  compliance  by 
getting  credit  for  loans  made  by  third  parties  in  which  it  has 
invested.  This  will  severely  undermine  the  intent  of  the  Act  to 
encourage  lenders  to  develop  the  internal  expertise  and  product 
line  to  be  able  to  successfully  compete  in  lower  income 
communities.  CRA  obligations  pertain  to  the  chartered  institution. 
This  proposal  amounts  to  nothing  short  of  a  regulatory  sanctioned 
alibi  for  non-compliance. 

WHAT  IS  NEEDED  MOST  OF  ALL 

No  set  of  regulations  —  old  or  new  —  mean  much  unless  there 
is  resolve  that  the  purposes  of  the  CRA  to  encourage  banks  to  meet 
credit  needs  throughout  the  community  will  be  met  --  and  met  in  a 
vigorous  manner.  That  resolve  has  to  involve  the  President,  the 
Congress,  the  regulators  and  the  communities. 

In  recent  years,  the  administration  of  the  CRA  has  ranged  from 
the  apathetic  to  the  atrocious.  That  appears  to  be  changing  —  to 
some  degree.  Judging  from  the  comments  at  the  open  meeting  of  the 
Federal  Reserve  Board  in  mid-December,  there  are  still  those  in 
high  places  of  responsibility  that  are  hoping  fervently  that 
somehow  CRA  will  just  disappear.  CRA  is  the  law  of  the  land  and  the 
President  needs  to  root  out  those  who  do  not  believe  that  laws 
should  be  enforced.  Hopefully,  the  two  vacancies  on  the  Federal 
Reserve  Board  will  bring  appointments  of  people  who  understand  what 
CRA  is  all  about.  The  President  and  the  Senate  Banking  Committee  — 
with  is  conf innation  powers  —  should  make  certain  on  this  point. 

CRA  is  fundamentally  a  statute  that  seeks  to  promote  political 
empowerment.  What  it  aims  to  accomplish  is  a  familiar  and,  in  fact, 
conservative  idea:  the  democratic  distribution  of  economic  power. 

The  Congressional  sponsors  of  the  Act  sought  to  create  a 
political  process  —  to  open  the  financial  system  up  so  that 
bankers  would  have  to  listen  and  be  more  responsive  to  local 
communities  and  their  representatives.  Why?  Because  it  is  in 
dialogues  with  underserved  communities  that  bankers  discover 
solutions  to  local  economic  problems.  The  Act  is  rooted  in  a  desire 
for  dialogue,  discussion  and  negotiation.  What  CRA  seeks  is  a 
political  process  whereby  both  banks  and  a  community  are  talking  to 
and  listening  to  and  learning  from  one  another  —  a  two-way  street 
of  exchange  of  information,  ideas,  strategies  and  resources  toward 
a  mutual  goal  of  expanding  economic  opportunity. 

CFA  has  always  believed  that  the  biggest  need  for  CRA  was  a 
well-trained  examination  force  reflecting  the  diversity  of  the 
nation.  We  have  felt  that  trained  dedicated  examiners  —  and 
supportive  supervisors  —  could  overcome  any  glitches  in  the  law 
and  make  CRA  sing.  This  is  true  for  the  current  regulations  and  it 
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will  be  true  for  the  new  rules  regardless  of  how  polished  they  may 
be  in  final  form. 

The  CRA  examination  force  needs  to  be  trained  not  only  in  the 
inner  working  of  a  financial  institutions,  but  in  the  inner 
workings  of  neighborhoods  and  communities  of  all  racial,  ethnic, 
economic  and  social  backgrounds.  Training  schools  need  to  be 
established  with  the  faculty  composed  of  people  who  know 
communities  as  well  as  those  with  expert  knowledge  of  banks. 

These  people  not  only  need  the  formal  training,  but  in  the 
course  of  their  examinations,  there  needs  to  be  a  hands-on  contact 
with  the  community  and  with  the  leaders  of  the  community.  The 
examiners  automatically  have  this  contact  with  bankers  and  bank 
employees  and  this  bank  interaction  should  be  placed  in  context 
with  ongoing  input  from  communities  and  people  for  whom  the  CRA  was 
placed  on  the  law  books. 

Finally,  some  of  this  exercise  —  this  massive  rewrite  of 
regulations  —  seems  to  have  been  pushed  by  a  desire  to  make  banks 
happy  and  keep  CRA  intact,  all  at  the  same  time.  It  is  guestionable 
whether  such  a  high-wire  balancing  act  can  accomplish  this  dual 
goal. 

In  drafting  the  final  regulations,  the  agencies  should  realize 
that  banks  are  never  going  to  fall  in  love  with  CRA.  True,  some  now 
realize  that  lending  in  previously  ignored  neighborhoods  can  be 
profitable.  But,  for  the  most  part,  the  banking  industry  regards 
CRA  as  an  intrusion  on  their  tightly  controlled  domains  —  a 
diminution  of  their  power  to  dole  out  credit  to  friends  and 
acquaintances  first  —  and  others  later,  if  at  all. 

So,  the  regulators  should  disabuse  themselves  of  the  notion 
that  their  role  in  CRA  is  to  make  banks  happy.  For  all  too  many 
bankers,  only  the  outright  repeal  of  CRA  —  and  a  mass  burning  of 
all  copies  of  the  Act  —  would  satisfy. 

The  job  of  the  agencies  in  drafting  the  final  regulations  is 
to  make  the  Act  effective  and  to  ensure  that  banks  do  help  meet  the 
needs  of  the  entire  community  including  low-  and  moderate-income 
neighborhoods.  And,  the  job  is  not  to  make  banks  love  the  Act  or 
love  the  regulators. 

The  fact  that  law  enforcement  requires  some  paperwork  should 
not  provide  an  excuse  for  not  enforcing  the  law.  The  purposes  of 
the  Act  —  and  the  needs  of  the  communities  it  is  intended  to  help 
—  far  outweigh  any  inconvenience  a  banker  might  feel  in  producing 
a  document  needed  to  enforce  the  Act.  And,  the  regulators  cannot 
let  fear  and  loathing  of  "paperwork"  determine  the  scope  of 
regulations,  examinations  and  enforcement. 
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Remarks  for  Mr.  Harold  Dawson,  Sr. 

U.S.  House  of  Representatives 

Subcommittee  on  General  Oversight,  Investigations  and  the 

Resolution  of  Failed  Financial  Institutions 

February  8,  1994 

GOOD  MORNING,  CHAIRMAN  FLAKE,  AND  MEMBERS 
OF  THE  SUBCOMMITTEE.   THANK  YOU  FOR  INVITING  ME 
TO  PARTICIPATE  IN  TODAY'S  HEARING. 

MY  NAME  IS  HAROLD  A.  DAWSON.   SINCE  1958,  I 
HAVE  BEEN  IN  THE  REAL  ESTATE  BUSINESS  AND 
FOUNDED  THE  HAROLD  A.  DAWSON  COMPANY,  A 
FULL-SERVICE  REAL  ESTATE  FIRM  HEADQUARTERED  IN 
ATLANTA.   I  AM  THE  COMPANY'S  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER  AND  A  PAST  PRESIDENT  OF  THE 
NATIONAL  ASSOCIATION  OF  REAL  ESTATE  BROKERS. 

THE  COMPANY  WAS  INFITALLY  A  BROKER  OF 
SINGLE-FAMILY  HOMES.   DURING  THE  PAST  36  YEARS,  IT 
HAS  EVOLVED  INTO  THE  LARGEST  MINORITY-OWNED 
REAL  ESTATE  SERVICES  COMPANY  IN  ATLANTA,  AND 
POSSIBLY  THE  LARGEST  IN  THE  SOUTHEASTERN  UNITED 
STATES. 

OUR  REAL  ESTATE  ENTERPRISES  EMPLOY 
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APPROXIMATELY  80  PEOPLE.   AS  A  COMPREHENSIVE  REAL 
ESTATE  COMPANY,  WE  ARE  INVOLVED  IN  EVERY  PHASE 
OF  OUR  BUSINESS.   WE  ACQUIRE,  DEVELOP,  MANAGE  AND 
LEASE  ALL  TYPES  OF  PROPERTIES,  FROM  LOW-INCOME 
RESIDENHAL  TO  LARGE-SCALE  COMMERCL\L  AND 
INDUSTRL\L  PROJECTS. 

I  WAS  INVITED  TO  SPEAK  TODAY  AS  A  COMMUNITY 
DEVELOPER.   BUT  I  ACTUALLY  COME  BEFORE  YOU 
WEARING  THREE  DISTINCT  HATS  ~  REAL  ESTATE 
DEVELOPER,  RTC  CONTRACTOR  AND  BANK  BOARD 
MEMBER. 

I  BELIEVE  I  HAVE  A  PERSPECTTVE  ON  COMMUNTTY 
DEVELOPMENT  THAT,  IF  NOT  UNIQUE,  CERTAINLY  IS 
BROADER  IN  SCOPE  THAN  MOST. 

THE  HAROLD  A.  DAWSON  COMPANY  HAS  A  LONG 
HISTORY  OF  COMMUNTTY  DEVELOPMENT  IN  ATLANTA. 
TO  GTS^  YOU  AN  UNDERSTANDING  OF  MY  COMPANY,  I 
WOULD  LIKE  TO  TAKE  JUST  A  MINUTE  TO  MENTION  SOME 
RECENTLY  COMPLETED  PROJECTS,  AS  WELL  AS  SOME 
THAT  ARE  IN  THE  WORKS  RIGHT  NOW. 

I'M  SURE  MANY  SUBCOMMTTTEE  MEMBERS 
WATCHED  SUPER  BOWL  28,  WHICH  TOOK  PLACE  FROM 
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THE  GEORGIA  DOME  IN  ATLANTA  JUST  A  FEW  DAYS  AGO. 

ONE  OF  THE  NEIGHBORHOODS  NEAR  THE  DOME  IS 
CALLED  VINE  CITY.   LIKE  MANY  NEIGHBORHOODS  IN  OUR 
CITIES,  ms  IN  NEED  OF  NEW  HOUSING  FOR  LOW-TO 
MODERATE-INCOME  RESIDENTS. 

TO  HELP  SOLVE  THAT  PROBLEM,  MY  COMPANY 
RECENTLY  BUILT  A  127-UNIT  MULTI-FAMILY  APARTMENT 
COMPLEX  JUST  TWO  BLOCKS  FROM  THE  DOME.   THIS 
BUILDING  PROVIDES  HOUSING  FOR  STUDENTS  WHO 
ATTEND  CLARK  ATLANTA  UNIVERSITY.   IT  LEASED  UP  TO 
100  PERCENT  OCCUPANCY  SHORTLY  AFTER  COMPLETION. 

IN  ADDITION  TO  DEVELOPING  NEW  HOUSING,  MY 
COMPANY  ALSO  RENOVATES  APARTMENT  BUILDINGS 
AND  THEN  ACTS  AS  THE  BUILDING'S  PROPERTY 
MANAGER. 

WE  RECENTLY  OBTAINED  A  $1.5  MILLION  LOAN  TO 
REHABILITATE  A  200-UNIT  APARTMENT  COOPERATIVE 
BUILT  IN  ATLANTA  IN  1965.   THE  LOAN  WILL  ENABLE  US 
TO  PUT  ON  NEW  ROOFS,  INSTALL  CENTRAL  AIR 
CONDITIONING  FOR  THE  FIRST  TIME,  REPLACE  FLOORS, 
AND  INSTALL  CABINETS,  COUNTERTOPS,  REFRIGERATORS 
AND  STOVES.   THE  WORK  ON  THIS  PROJECT  BEGAN  IN 
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DECEMBER  Af^TO  WILL  BE  COMPLETED  TfflS  SPRING. 

IN  ADDITION  TO  THESE  AFFORDABLE  HOUSING 
INITIATIVES,  WE  ARE  DEVELOPING,  LEASING  AND 
SERVING  AS  PROPERTY  MANAGER  FOR  A  NEW  KROGER 
SUPERMARKET  IN  THE  WEST  END  NEIGHBORHOOD  OF 
ATLANTA.   CONSTRUCTION  WILL  BEGIN  THIS  SPRING  AND 
THE  STORE  WILL  OPEN  IN  WINTER  1994. 

THIS  WILL  BE  A  76,000  SQUARE  FOOT  STORE.   THERE 
WILL  ALSO  BE  AN  ADDITIONAL  30,000  SQUARE  FEET  OF 
INDEPENDENT  RETAIL  OUTLETS  IN  AN  ADJOINING 
MINI-MALL. 

FINALLY,  WE  ARE  THE  DEVELOPER  FOR  A  NEW 
100,000  SQUARE  FOOT  BUILDING  IN  THE  SOUTHWEST 
SECTION  OF  FULTON  COUNTY.   THIS  NEW  FACILITY  WILL 
SERVE  AS  THE  ADMINISTRATION  BUILDING  FOR  THE 
COUNTY'S  FAMILY  AND  CHILDREN'S  SERVICES 
DEPARTMENT. 

AS  I  MENTIONED  EARLIER,  MY  COMPANY  IS  ALSO  AN 
ASSET  MANAGER  FOR  THE  RESOLUTION  TRUST 
CORPORATION.   I  BELIEVE  WE  ARE  THE  LARGEST  100 
PERCENT  MINORITY-OWNED  CONTRACTOR  IN  THE 
COUNTRY  WORKING  FOR  THE  RTC  AS  A  SAMDA 
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CONTRACTOR. 

IT  IS  OUR  JOB  TO  DISPOSE  OF  THESE  PROPERTIES 
FOR  THE  RTC.   WE  HIRE  PROPERTY  MANAGERS,  PREPARE 
STRATEGIC  PLANS  FOR  SELLING  ASSETS,  NEGOTIATE  AND 
EXECUTE  SALES  CONTRACTS  AND  HELP  RESTRUCTURE 
LOANS.   UTILIZATION  OF  MINORITY-  AND  WOMEN-OWNED 
FIRMS  IS  AN  INTEGRAL  PART  OF  THIS  PROCESS. 

IN  THIS  ROLE,  MY  COMPANY  HAS  HANDLED  MORE 
THAN  1,000  PROPERTIES  IN  20  STATES.   I  ESTIMATE  THE 
VALUE  OF  THE  PROPERTIES  IS  APPROXIMATELY  $200 
MILLION. 

MY  FINAL  PERSPECTIVE  ON  COMMUNITY 
DEVELOPMENT  COMES  FROM  MY  ASSOCIATION  WITH 
NATIONSBANK 

I  AM  A  MEMBER  OF  THE  NATIONSBANK  OF  GEORGIA 
BOARD  OF  DIRECTORS  AND  ALSO  SERVE  AS  CHAIRMAN 
OF  THE  BOARD'S  CRA  COMMTTTEE. 

NATIONSBANK  IS  THE  3RD-LARGEST  BANK  IN  THE 
UNTTED  STATES  AND  THE  LARGEST  BANK  IN  GEORGIA. 
DURING  MY  TIME  AS  A  BOARD  MEMBER  ~  I  HAVE 
SERVED  ON  THE  GEORGIA  BOARD  SINCE  1988  -  I  HAVE 
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SEEN  THE  COMPANY  SPEND  AN  ENORMOUS  AMOUNT  OF 
TIME  AND  EFFORT  GRAPPLING  WITH  CRA. 

IN  FACT,  I  STRONGLY  BELIEVE  NATIONSBANK  HAS 
TAKEN  THE  LEAD  IN  THE  PRIVATE  SECTOR  WHEN  IT 
COMES  TO  COMMUNITY  INVESTMENT.  THE  COMPANY  IS 
WAY  BEYOND  PROMISES  AND  IS  GENERATING  RESULTS. 

WHEN  THE  COMPANY  BECAME  NATIONSBANK  IN 
JANUARY  1992,  ITS  CHAIRMAN,  HUGH  MCCOLL,  PLEDGED 
THAT  IT  WOULD  MAKE  $10  BILLION  IN  COMMUNITY 
DEVELOPMENT  LOANS  BY  THE  END  OF  THIS  DECADE. 

IN  1992,  THE  FIRST  FULL  YEAR  OF  THAT  PROGRAM, 
I'M  HAPPY  TO  SAY  NATIONSBANK  MADE  MORE  THAN  $2.2 
BILLION  IN  COMMUNITY  DEVELOPMENT  LOANS, 
INCLUDING  $343  MILLION  IN  GEORGIA.   THE  COMPANY  IS 
CERTAINLY  ON  TRACK  TO  EXCEED  ITS  $10  BILLION 
COMMITMENT. 

A  CENTRAL  PIECE  OF  THAT  EFFORT  IS  THE  BANK'S 
PARTNERSHIP  WITH  THE  ENTERPRISE  FOUNDATION  THAT 
CREATED  THE  $100  MILLION  NATIONS  HOUSING  FUND. 
THIS  IS  THE  LARGEST  SINGLE  INVESTOR  TAX  CREDIT 
EQUITY  FUND  EVER.   IT  WILL  PROVIDE  CAPITAL  TO 
CREATE  UP  TO  4,000  NEW,  AFFORDABLE  HOUSING  UNITS. 
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IN  ADDITION  TO  THIS  FINANCIAL  COMMITMENT,  THE 
COMPANY  HAS  ALSO  BUILT  AN  INFRASTRUCTURE  AND 
DEVISED  A  STRATEGY  TO  ACCOMPLISH  ITS  COMMUNITY 
DEVELOPMENT  GOALS. 

IT  HAS  ESTABLISHED  A  UNIT  WITHIN  THE  COMPANY 
CALLED  THE  NATIONSBANK  COMMUNITY  INVESTMENT 
GROUP.   IT  IS  STAFFED  BY  100  PROFESSIONALS  WHO 
WORK  FULL-TIME  TO  DEVELOP  PROGRAMS  AND  SERVICES 
THAT  FUEL  ECONOMIC  AND  COMMUNITY  DEVELOPMENT. 

LET  ME  STRESS  TFIAT  FOR  TFESE  100  PEOPLE,  THIS  IS 
THEIR  ONLY  JOB  AT  THE  BANK. 

THE  COMPANY'S  STRATEGY  HAS  SEVERAL 
COMPONENTS.   ONE  IMPORTANT  FEATURE  INCLUDES  THE 
ESTABLISHMENT  OF  PARTNERSHIPS  WITH 
ORGANIZATIONS  SUCH  AS  THE  NAACP  AND  THE  URBAN 
LEAGUE. 

BY  STRIKING  THESE  PARTNERSHIPS,  THE  BANK 
MAKES  CERTAIN  THAT  INFORMATION  ABOUT  LOAN  AND 
DEPOSIT  PROGRAMS  IT  HAS  DEVELOPED  FOR  LOW-  AND 
MODERATE-INCOME  INDIVIDUALS  REACHES  THOSE 
POTENTIAL  CUSTOMERS. 
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TO  MAKE  MY  POINT,  I'D  LIKE  TO  SPEND  A  MINUTE 
TALKING  ABOUT  ONE  OF  MY  FAVORITE  PROGRAMS,  THE 
PARTNERSHIP  WITH  THE  NAACP. 

IN  DECEMBER  1991,  THE  BANK  AND  THE  NAACP 
JOINTLY  ANNOUNCED  THEY  WOULD  ESTABLISH  FIVE 
COMMUNITY  RESOURCE  CENTERS.   NATIONSBANK 
WOULD  COMMIT  $1.1  MILLION  ANNUALLY  TO  FUND  THE 
CENTERS,  AND  THE  NAACP  WOULD  OPERATE  THEM. 

THE  CENTERS  PROVIDE  COUNSELING  TO 
INDIVIDUALS  ANT)  ASPIRING  BUSINESS  OWNERS.   IF  A 
PERSON  HAS  NEVER  OWNED  A  HOUSE,  BUT  NEEDS  TO 
KNOW  WHAT  IT  WILL  TAKE  TO  GET  A  LOAN,  THEY  COME 
TO  THE  CENTER. 

IF  THEY  WANT  TO  START  A  BUSINESS,  BUT  NEED  AN 
EXPERT'S  HELP  TO  DRAW  UP  A  BUSINESS  PLAN,  THEY 
COME  TO  THE  CENTER.   THEN,  ONCE  THE  PROSPECTIVE 
HOMEOWNER  OR  ENTREPRENEUR  HAS  THE  RIGHT 
INFORMATION,  THEY  GO  TO  THE  BANK  AND  APPLY  FOR 
THEIR  LOAN. 

THE  FIVE  ORIGINAL  CITIES  WITH  RESOURCE 
CENTERS  ARE  ATLANTA,  CHARLOTTE,  RICHMOND, 
COLUMBIA,  S.C,  AND  AUSTIN,  TEXAS.   SINCE  THE  1991 
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ANNOUNCEMENT.  A  SIXTH  CENTER  HAS  BEEN  ADDED  IN 
FORT  LAUDERDALE,  FLORIDA.  THE  CENTERS  SERVE 
RESIDENTS  OF  THE  ENTIRE  STATE. 

HOW  WELL  IS  THE  PROGRAM  WORKING?   IN  1993 
ALONE,  NATIONSBANK  APPROVED  $19.6  MILLION  IN  LOANS 
THAT  WERE  GENERATED  FROM  INDIVIDUALS  WHO  GOT 
THEIR  START  THROUGH  THE  NAACP  RESOURCE  CENTERS. 

APPROXIMATELY  $12.7  MILLION  WAS  FOR  BUSINESS 
LOANS.  AND  THE  REMAINING  $6.9  MILLION  FOR 
CONSUMER  LOANS  -  MONEY  USED  PRIMARILY  BY  PEOPLE 
TO  BUY  THEIR  FIRST  HOME. 

IN  ADDITION  TO  MAKING  LOANS,  NATIONSBANK  HAS 
BUILT  A  FOUNDATION  TO  EDUCATE  PEOPLE  ON  BASIC 
FINANCL\L  MATTERS. 

MORE  THAN  1,900  PEOPLE  ATT1ENDED  HOME-BUYING 
SEMINARS  HELD  BY  THE  BANK  OR  ONE  OF  ITS  PARTNERS 
TO  HELP  THEM  UNDERSTAND  THE  FINANCIAL 
RESOURCES  THEY  NEED  TO  QUALIFY  FOR  HOME 
OWNERSHIP. 

AND,  AN  ADDITIONAL  865  PEOPLE  GRADUATED 
FROM  CLASSES  HELD  FOR  PROSPECTIVE  BUSINESS 
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OWNERS. 

LET  ME  LEAVE  YOU  WITH  ONE  FINAL  STATISTIC. 
RIGHT  NOW,  AS  I  SPEAK,  THERE  IS  ANOTHER  $15  MILLION 
IN  LOAN  APPLICATIONS  IN  THE  PIPELINE  AT 
NATIONSBANK  THAT  ORIGINATED  THROUGH  THE  NAACP 
RESOURCE  CENTERS. 

SO  THE  NAACP  AND  THE  BANK  ARE  WELL  ON  THEIR 
WAY  TO  MAKING  MILLIONS  OF  DOLLARS  IN  NEW  LOANS 
THIS  YEAR  JUST  THROUGH  THIS  ONE  PROGRAM. 

IN  MY  OPINION,  THIS  JOINT  PROGRAM  BETWEEN 
NATIONSBANK  AND  THE  NAACP  IS  WHAT  COMMUNITY 
DEVELOPMENT  IS  ALL  ABOUT. 


THE  BANK  ENTERPRISE  ACT  AMENDMENT  OF  1993 
CONTAINS  A  NUMBER  OF  PROGRAMS  ALREADY 
IMPLEMENTED  BY  NATIONSBANK.   I  SUPPORT  THE  BEA  AS 
A  WAY  AND  MECHANISM  TO  REVITALIZE  LOW  AND 
MODERATE  INCOME  URBAN  AND  RENEWAL 
COMMUNITIES. 

I'M  SURE  ITS  CLEAR  I  BELIEVE  NATIONSBANK  IS  ON 
THE  LEADING  EDGE  OF  ADVOCATING  COMMUNITY 
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DEVELOPMENT.  HOWEVER,  NATIONSBANK  AND  OTHER 
PROGRESSIVE  BANKS  NEED  TO  DO  A  BETTER  JOB  OF 
LETTING  THE  PUBLIC  KNOW  THAT  THEIR  PROGRAMS  AND 
SERVICES  ARE  AVAILABLE. 

mS  MY  CONSIDERED  OPINION  THAT  MANY 
OPPORTUNITIES  AVAILABLE  THROUGH  EXISTING 
PROGRAMS  ARE  UNDERUTILIZED  SIMPLY  BECAUSE  THE 
PUBLIC  DOESNT  KNOW  THEY  EXIST. 

IN  CONCLUSION,  FROM  MY  PERSPECTIVE  AS  A 
DEVELOPER,  AN  RTC  CONTRACTOR  AND  A  BANK  BOARD 
DIRECTOR,  I  CLEARLY  SEE  COMMUNTTY  DEVELOPMENT 
ON  THE  THRESHOLD  OF  OPPORTUNTTY  FOR  POSTTTVE 
ACnONS. 

BANKS  AND  OTHER  FINANCIAL  SERVICES  COMPANIES 
HOLD  THE  KEY  TO  FINANCING  MANY  OF  THESE 
VENTURES.   I  WOULD  ENCOURAGE  YOU  TO  BE 
AGGRESSrVE  IN  DISCIPLINING  THOSE  BANKS  THAT  ARE 
NOT  MEETING  THE  SPIRTT  OF  THE  CURRENT  LAWS,  BUT 
TO  RECOGNIZE  THAT  OTHERS  ARE  ALREADY 
GENERATING  THE  KIND  OF  RESULTS  THAT  THE  LAW 
INTENDED  TO  PROVIDE. 

THANK  YOU. 

### 
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INTRODUCTION 


Mr.  Chairman  and  honorable  members  of  this  committee, 
I  am  pleased  to  have  the  opportunity  to  speak  on  this 
extremely  important  subject.   To  the  low  and  moderate 
income  community  of  this  country,  the  Community 
Reinvestment  Act  (CRA)  reform  proposal  could  be  the 
deliverance  of  the  inner  City  if  followed  by  every 
participating  party  it  will  allow  a  rebirth  of  the  very 
birth  place  of  all  major  communities  in  this  great  Country 
of  ours .  The  very  core  of  the  concentric  ring  theory  of 
real  property  decay  can  begin  a  new  birth.   CRA  reform 
offers  this  prospect  without  taking  from  the  haves  and 
giving  to  the  have  not's,  through  taxes,  or  other  forms 
governmental  assessments.  '  ■   "" 

We  must  never  lose  sight  of  the  fact  that  one  of  the 
contributing  factors  to  our  present  inner  City  problems  is 
the  failure  to  reinvest  in  our  birth  place  as  a  community. 
We  continually  invested  in  the  Construction  of  the  new, 
while  total  overlooking  the  value  of  the  old.   Our 
financial  institutions  encouraged  this  Utopian  idea  some, 
even  to  their  financial  ruin.   While  our  financial 
institutions  chased  the  golden  fleece  the  inner  city  was 
neglected,  and  left  to  decay.   As  depreciation  brought  the 
property  values  down  it  also  brought  in  the  low  to 
moderate  income  inhabitants,  the  blacks  and  the  browns, 
the  technology  unprepared,  the  disenfremchised  minorities 
of  this  country.   Pulled  like  a  magnet  by  the  low  rents, 
to  inhabit  decaying,  rotten  and  poorly  maintained 
structures  we  now  call  the  inner  city.   What  once 
represented  energy,  activity,  with  its  magnificent 
buildings  and  human  creativity  now  serve  as  a  cornerstone 
to  despair  and  misery.   It  is  only  right  and  proper  that 
the  institutions  that  contributed  to  the  problems  are  now 
being  encouraged  to  contribute  to  the  solution. 

The  failure  of  CRA  can  not  be  laid  at  the  feet  of  the 
financial  institutions  that  turned  their  back  on  inner 
city  development  for  the  quick  profits  offered  by  the 
developing  suburbs.   No  the  CRA  was  destroyed  by 
inconsistent  supervision  of  the  governing  bodies.   The 
bank  examiners  did  more  to  kill  the  initiative  of  the 
financial  institutions  than  anything  else.   These 
unprepared  evaluators  of  this  act  did  not  look  to 
percentages  of  participation  but  to  failures  of  packages. 
They  did  not  encourage  but  discouraged.   Consistency  was 
not  the  by  word.  Inconsistency  in  evaluating  participation 
was  rampant. 
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So  harassed  were  the  financial  institutions  by  the 
supervisors  of  this  act  that  loans  to  the  low  and  moderate 
income  segment  of  the  community  beceune  almost  extinct. 
The  black  and  browr.  members  of  society  were  almost 
forgotten.   Financial  institutions  instituted  limitations 
such  as  redlining  and  other  form  of  restrictive  lending 
practices  that  totally  excluded  banking  personal  from 
considering  loans  to  certain  areas  within  the  low  income 
communities . 

This  situation  must  be  corrected.   The  reform  of  this 
act  can  be  the  reawakening.   We  must  recognize  the  errors 
of  the  past  and  correct  them.   Today  it  is  not  just 
required  that  we  solve  this  problem,  it  is  mandatory 1   Our 
future  demands  it.   We  must  reclaim  our  total  community, 
not  just  the  white,  Anglo  and  Protestants  sections.   We 
now  have  proof  that  the  decay  in  one  section  can  spread  to 
all  sections  of  our  communities. 

Cooperation  is  the  cure.   All  of  us  working  for  the 
common  good  is  the  solution.   All  of  us,  black,  brown, 
white,  Jew  and  Gentile  working  and  trusting  in  one  another 
is  the  answer  that  produces  the  best  results.   We  see 
proof  of  this  in  every  nook  and  cranny,  in  big  cities  and 
small  towns.   It  is  a  requirement  that  we  all  work 
together  to  bring  life  to  Community  Reinvestment  Act 
Reform  of  1993.   We  must  all  work  to  keep  hope  alive  as 
Rev.  Jackson  says. 

CRA  Reform  offers  a  renewed  opportunity  to  bring  the 
minority  members  of  the  community  into  the  mainstreeun  of 
American  life  and  we  must  not  fail.   We  must  not  let  the 
lofty  ideas  of  CRA  Reform  be  destroyed  by  bureaucrats.   We 
must  encourage  the  minorities  to  creatively  solve  the 
problems  of  inner  city  rebirth.   We  must  listen  to  the 
inhabitants  of  the  communities  and  not  utilize  the 
theories  created  in  think  tanks  located  far  away  from  the 
problem.   We  must  stop  trying  to  solve  this  problem 
through  taxation  and  use  creation.   We  must  create  viable, 
interested  and  working  citizens,  where  now  exist  desperate 
and  demoralized  people. 

This  can  all  be  accomplished  if  we  follow  the  intent 
of  CRA  Reform.   As  we  go  forward  with  this  prograun  we 
maintain  the  awareness  that  we  are  all  a  integral  of  the 
success  of  this  program. 
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TESTIMONY 

In  reviewing  the  Community  Reinvestment  Act  as  changed,  I 
am  extremely  hopeful  that  it  incentives  the  financial 
institutions  to  participate  with  the  inner  city  residents 
in  rebuilding  their  neighborhoods.   Creating  partnerships 
between  the  local  financial  institutions  and  the  local 
residents  with  the  goal  of  utilizing  the  ideas  and  the 
resources  within  the  community  to  bring  life,  hope  and 
jobs  to  a  area  once  forgotten,  mistrusted  and  redlined, 
can  only  bring  a  new  awareness  to  a  once  desperate  people. 

We  must  fight  to  educate  the  examining  branch  of  the 
supervising  bodies  to  the  understanding  that  no  venture 
involving  humans  is  perfect,  therefore  some  percentage  of 
failure  is  anticipated.   The  supervising  bodies  cannot 
uses  these  facts  to  reduce  the  effectiveness  of  the 
program  overall.   This  can  be  easily  done  by  focusing  to 
much  on  the  few  failures  to  the  exclusion  of  the  many 
successes  that  are  anticipated  from  this  legislation. 

We  can  not  let  the  few  destroy  the  hope  of  the  many.   The 
provisions  under  this  act  for  banking  supervisory 
arbitration  must  be  actualized  and  followed  to  the  letter. 
We  must  insure  that  the  rules  are  applied  fairly  and 
equitably.   They  must  encourage  the  numbers,  reward  those 
institutions  willing  to  work  with  the  community  and 
severely  punish  and  penalize  those  that  refuse.   If  by 
this  one  act  we  can  allow  the  black  and  brown  segments  of 
our  society  to  think  of  these  institutions  as  their 
institutions  we  will  have  gone  a  long  way  in  solving  our 
inner  city  problems. 

IF  THIS  ACT  CAN  BE  EXPANDED  TO  GIVE  CREDIT  AGAINST 
FINANCIAL  INSTITUTIONS  CRA  EVALUATIONS  FOR  GUARANTEES  MADE 
BY  BANKS  TO  ENHANCE  THE  EXISTING  C3  BOND  ISSUANCE  PROGRAM 
THE  TIE  BETWEEN  THE  COMMUNITY  CAN  STRENGTHENED  AND  PRIVATE 
CAPITAL  WILL  BE  ENCOURAGED  TO  ENTER  THIS  ARENA. 

Currently,  the  act  does  not  say  that  banks  will  be  given 
credit  by  the  examiners  should  they  guarantee  the  bonds 
issued  by  501  C3  organizations.   These  mortgage  backed 
bonds  are  considered  junk  bonds  in  the  current  market 
atmosphere,  however,  with  the  assistance  of  our  nations 
financial  institutions  these  can  be  made  stronger  through 
the  banks  guarantee  participation.   The  addition  of  the 
guarantee  should  make  these  bonds  more  marketable.   It 
will  encourage  the  participation  of  more  members  of  the 
private  sector  and  create  a  multiplier  effect  that  will 
benefit  the  total  community. 

Community  will  be  given  the  incentive  to  create  larger 
projects,  create  enterprise  zones  that  bring  jobs  back  to 
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the  community.   With  this  added  incentive.  Community 
Development  Corporations  can  more  effectively  joint 
venture  with  the  larger  industries  for  specific  market 
related  items.   Instead  of  the  rallying  cry  of  made  in 
America,  we  will  rally  around  a  new  slogan  "Made  IN  Our 
Neighborhood" .   This  Joint  venture  idea  can  be  expanded  to 
city  and  state  governments  in  areas  of  education. 
Communities  working  to  educate  their  constituents, 
utilizing  funds  from  city  and  state  governments  bases  on  a 
success  equation  should  put  idle  minds  back  to  work. 

To  the  private  sector  this  means  tauc  credit  CRA  lending 
with  the  safety  enhancement  of  the  guarantee  provided  by 
the  incentives  of  this  act.   How  can  this  not  improve  the 
marketability  of  the  C3  bond.   With  this  new 
marketability,  projects  can  be  created  that  strengthen 
small  businesses  within  the  community  and  valuable  , 
resources  to  remain  in  the  neighborhoods  instead  seeking 
the  safety  of  the  suburbs. 

Although,  this  could  be  implied  in  the  existing  reform  of 
the  act,  it  should  be  delineated  within  the  act  in  graphic 
detail  to  insure  the  rewards  for  such  activity  are  known. 
Under  the  existing  act  this  can  be  established  by 
financial  institutions  in  the  detail  plans  provided  by  the 
institution  to  the  supervisory  bodies.   It  is  also  implied 
that  if  this  plan  is  considered  extremely  creative 
additional  credit  for  this  inclusion  would  be  the  result. 
This  is  a  lot  of  ifs.   As  a  integral  part  of  the  plan, 
there  are  no  ifs.   The  idea  is  there  and  immediately 
available  to  be  requested  by  the  community  organizations. 

Financial  institutions  would  then  be  evaluated  on  how  they 
developed  their  plan  to  strengthen  the  bonds  through  their 
participation.   The  most  ingenious  of  these  would  receive 
the  excellent  ratings. 

IT  IS  SPECIFIED  IN  THE  REFORMED  ACT  THAT  ASSISTANCE  TO 
SMALL  BUSINESS  IS  INCENTIVISED,  HOWEVER,  IT  IS  NOT 
SPECIFIED  THAT  THIS  INCLUDES  ENTERPRISE  ZONES. 

Assistance  to  small  businesses  within  the  communities  are 
currently  incentivised  by  the  CRA  reform  act  and  as  such 
could  imply  the  inclusion  of  enterprise  zones.   No 
specific  mention  of  this  is  delinated  in  the  act  itself. 
It  should  bel   It  would  encourage  the  clustering  of  small 
business  within  the  community.   This  clustering  would  add 
a  multiplier  to  the  jobs  that  can  be  created  by  developing 
small  viable  business  in  communities  whare  desperation 
existed  only  months  before. 

The  experience  of  the  financial  institutions  could  be  used 
to  create  these  associations  that  would  work  in  harmony, 
while  bringing  new  hope  to  depreciating  areas.   Low  and 
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moderate  income  inhabatants  would  be  able  to  remain  and 
work  in  their  own  neighborhoods,  thereby  strengthing  the 
family  structure  of  our  inner  cities.   Other  benifits  that 
would  accrue  if  this  could  be  accomplished  would  be 
reduced  crime  and  increased  community  participation  from 
all  segments  of  the  community  at  large.   By  encouraging 
and  allowing  jobs  to  developed  in  the  inner  city 
communities  the  authority  of  the  parent  is  brought  back  as 
a  ingredient  of  neighborhood  faunily  life.   Not  only  will 
there  be  some  to  watch  but  there  will  be  some  one  to  tell. 

This  act  should  encourage  the  financial  support  for 
enterprise  zones  in  these  low  to  moderate  xncome 
communities .   Specifically  delinate  the  rewards  of 
cooperation  and  the  punishments  for  failure  to  cooperate. 

UNIVERSAL  EDUCATION  OF  FEDERAL  EXAMINERS  ARE  PRJMARY  JO 
THE  SUCESS  OF  COMMUNITY  REVESTIMENT  ACT  REFORM, 
SUPERVISORY  EXAMERS  MUST  BE  ENCOURAGED  TO  EVALUATES  THE 
INSTITUTIONS  PARTICIPATION  ON  A  CJNIVERSAL  BASIS  AND  NOT  ON 
INDIVIDUAL  BASIS. 

The  secreat  of  sucusess  and  impact  of  CRA  is  in  the 
supervision.   The  original  CRA  was  destroyed  by  federal 
evaluators  applying  fixed  financial  critera  to  expermintal 
concepts  and  then  overstating  the  failures  and 
understating  the  sucessss.   This  attitude  will  kill  all 
the  hope  that  offered  by  the  reform  of  CRA  if  we  are  not 
carefull. 

In  most  cases  it  is  not  that  the  financial  institutions 
did  not  try  to  work  with  the  low  to  moderate  income 
communities  when  CRA  was  originally  enacted  in  1977.   At 
the  inception  of  CRA  financial  institutions  developed 
ingenious  programs  to  assist  the  minority  members  of  the 
community.   However,  when  the  examiners  noted  the  failure 
of  any  of  this  ingenious  ideas.  They  used  it  as  example  of 
bad  banking  practice  instead  of  assisting  in  the 
strenghten  the  system  and  working  to  make  it  better.   They 
to  the  errors  and  beat  the  program  to  death  with  it.   We 
can  not  allow  this  to  happen  again. 

The  act  must  insure  a  consistency  of  evaluation  that 
encourages  the  intent  of  this  act  and  examiners  should  be 
rewarded  are  punished  on  their  adherance  to  this  policy. 
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Mr.  Chairman,  Ms.  Waters 

My  name  is  Maureen  Howard.  I  am  truly  honored  to  be  here  today.  I  thank  you  for  this 
opportunity  to  speal<  and  I  apologize  for  not  having  copies  of  my  remari<s  prepared  for  you.  I 
will  provide  written  copy  for  the  record. 

I  am  a  founding  member  of  the  Washington  Reinvestment  Alliance,  a  statewide  community  based 
Communtty  Reinvestment  Act  coalition  In  Washington  State.  I  am  here  before  you  in  this,  "the 
other  Washington,"  representing  the  National  Community  Reinvestment  Coalition,  of  which  the 
Washington  Reinvestment  Alliance  and  397  other  community  based  groups  in  48  states  are 
members.  250  of  us  are  here  in  Washington  DC  tallying  with  our  repxesentatives  and  senators. 
The  National  Community  Reinvestment  Coalition  will  file  written  testimony  for  the  record.  I 
have  been  asked  by  my  colleagues  to  speak  today  from  my  experience  as  a  community  activist.    I 
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want  to  add  one  mofe  voice  to  today's  conversation. 

The  Washington  Reinvestment  Alliance,  a  voluntary  statewide  coalrtion,  monitors  nearly  3 
billion  dollars  in  performance  based  agreements  with  the  Seafirst  (Bank  of  America  in 
Washington  State),  Key  Bank  and  Washington  Mutual. 

I  think  it  may  be  helpful  if  you  know  that  I  come  to  CRA  both  personally  and  professionally. 

Shortly  after  the  Community  Reinvestment  Act  was  passed,  I  tried  to  get  a  mortgage  to  buy  a 
$20,000  house  in  a  northern  Indiana  city.  I  was  a  single  parent  and  a  doctoral  student  in 
theology.  I  held  a  full-time  job  in  the  community  teaching  minority  youth  and  women  to  read 
while  they  learned  to  buiW  houses  so  that  they  could  enter  the  building  trades  I  passed  the 
credrt  check.  The  lender  denied  the  mortgage.  The  realtor  said  that  I'd  never  be  able  to  prove  it 
but  that  the  integrated  neighborhood  in  which  I  chose  to  live  was  "redlined."  Members  of  the 
church  to  which  I  belonged  had  done  studies  of  "redlining"  and  they  directed  me  to  the  only 
lender  in  town  who  woukJ  lend    in  the  neighborhood.    That  was  the  1970's. 

By  1991  I  wasn't  nearly  so  naive.  I  had  spent  the  1980"s  in  a  community  based  nonprofit 
wonting  with  homeless  people  in  Washington  State.  In  1982,  I  hired  homeless  men  to  rehab  and 
operate  an  oW  tavern  called  the  "Last  Chance"  as  a  men's  shelter  I  learned  what  the  men  already 
knew:    this  really  was  their  'Last  Chance." 

By  1984  I  was  doing  what  folks  in  larger  cities  had  already  done.  I  was  telling  homeless 
chiklren  that  I  had  no  place  tor  them  to  sleep.    Our  shelters  were  full. 

The  rest  of  the  1980's  blur  as  we  did  everything  responsible  community  based  organizations  did 
during  those  years.  Like  thousands  of  others,  we  triea  desperately  to  replace  housing  units  lost 
to  gemrification,  rehab  housing  left  vacant  for  months  and  even  years,  and  most  importantly, 
create  jobs.  We  became  experts.  We  couW  coordinate,  collaborate,  educate,  partner,  negotiate 
with  the  best.  The  need  was  obvious.  So  was  the  money  trail.  When  all  was  said  and  done,  I 
knew  these  things  absolutely:  1)  The  banks  had  money,  more  than  enough;  2)  The  homeless 
people  I  sheltered,  the  low  income  people  in  the  neighborhood,  the  neighborhood  itself,  the 
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nonprofit  community  bcised  organization  I  directed,  none  of  these  had  enough  money.  Some  had 
no  money.   None  had  what  the  law  demanded  -  fair  and  equal  access  to  credit. 

Yesterday  I  heard  Attorney  General  Janet  Reno  say  that  credit  is  the  lifeblood  of  economic 
opportunity.  If  this  is  true,  if  aedit  is  the  lifeblood  of  economic  opportunity,  then  justice  is  its 
soul  To  my  mind,  the  Community  Reinvestment  Act  brings  justice  to  the  table  -  for  the 
individual,  the  neighborhood,    and  those  who  do  business  in  the  neighborhood. 

The  current  CRA  provides  a  legal  framework  that  residents,  businesses  and  community 
organizations  can  use  to  encourage  their  lenders  to  respond  to  community  credit  needs  such  as 
mortgages,  small  business  loans,  and  housing  development  loans  The  Washington  Reinvestment 
Alliance  used  the  CRA  at  the  time  of  the  mergers  of  the  largest  banks  in  our  state.  At  the  time  of 
the  Bank  of  America-Security  Pacific  merger,  the  Federal  Reserve  Board  asked  m3  what  I 
thought  Bank  of  America  shouW  do  with  respect  to  CRA.  I  said  that  this  was  an  extraordinary 
merger  and  it  ought  to  have  extraordinary  CRA  commitments. 

The  current  CRA  does  not  require  specific  loan  commitments  but  the  law  does  encourage 
community  and  bank  initiatives  to  increase  understanding,  dialogue  and  responses  to  community 
credit  needs.  The  Washington  Reinvestment  Alliance  did  get  specific  loan  commitments  by  area 
of  lending  and  by  dollar  amount  with  both  Seafirst  and  Key  Bank  and  broad  commitments  from 
Washington  Mutual. 

You  ask,  Mr.  Chairman,  1)  whether  the  proposed  CRA  changes  will  result  in  increased 
investment  dollars  in  our  communities  and  2)  what  impact  a  performance  based  CRA  process 
will  have  on  our  advocacy  role.  1  will  speak  briefly  to  both  from  my  experience  in  Washington 
state. 

The  proposed  CRA  regulations  move  the  banks  from  promise  to  performance.  Lenders  will  be 
rated  on  actual  performance  in  lending,  providing  banking  services  and  branches,  and  making 
investments  to  low  and  moderate  income  communities.  The  primary  focus  will  be  lending.  The 
lending  test,  though,  applies  only  to  census  tracts  or  geographic  areas  and  not  to  individuals.    We 


263 


M.  Howard 
Page  Four 

must  get  credit  into  the  hands  of  low  and  moderate  income,  even  very  low  income  and  minority 
individuals.     In  a  lending  context  in  which  denial  rates  for  minority  mortgage  applications  are 
twice  or  more  that  of  whites  and  in  which  increasing  numbers  of  women  carry  the  household 
financial  responsibility,  it  is  critical     to  know  gender  and  ethnicity. 

My  experience  with  homeless  and  very  low  income  people  taught  me  that  they,  too,  despite  their 
poverty,  are  in  a  credit  system.  Their  credit  system  is  often  illegal,  unethical  and  expensive. 
They  will  never  know  economic  opportunity  without  some  reasonable  access  to  credit. 

I  would  give  incentives  to  lenders  who  fairly  compensate  community  groups  to  help  the  lenders 
develop  products  and  services  for  these  very  low  income  people  and  the  areas  in  which  they  live. 

The  proposed  CRA  regulations  offer  an  optional  "strategic  plan  assessment."  I  ask  that  this 
community  plan  be  a  required  element  In  order  to  ensure  that  lenders  respwnd  to  the  specific 
credit  and  banking  service  needs  of  the  various  neighborhoods  in  their  service  area. 

In  order  to  work  with  lenders  to  develop  effective  strategic  plans,  we  have  learned  from 
experience  that  there  are  three  Issues  that  must  be  addressed.  The  first  is  knowledge  You  must 
have  knowledge  of  the  law,  of  the  bank's  current  practice  and  of  the  community's  needs  and 
capacity.  The  second  is  time.  It  takes  an  inordineite  amount  of  time  to  educate  the  banks.  Even 
the  best  of  the  lenders  has  no  real  experience  with  the  extent  of  poverty  among  the  people  in  our 
communities  and  the  hopelessness  that  engenders.  Nor  of  the  demands  on  the  community  based 
organizations  who  are  trying  to  both  meet  basic  human  need  and  provide  dignity  and  hope 
through  community  based  development.  The  third  is  honest  and  respectful  negotiation.  Respect 
within  institutional  limits  will  go  a  long  way  toward  meaningful  investment.  Participants  may 
literally  need  to  learn  negotiating  skills. 

In  Washington  State  in  1992,  Bank  of  America  bought  Security  Pacific,  Key  Bank  bought  Puget 
Sound  Bank  and  in  1993,  Washington  Mutual  bought  Pacific  First.  The  agreements  negotiated  by 
the  Washington  Reinvestment  Alliance  at  the  time  of  ecich  of  these  mergers  read  like  strategk: 
plans  on  a  statewide  basis.  Each  bcuik  made  overall  lending  commitments  commensurate  with  the 
size  of  its  assets  and  specific  lending  commitments  by  lending  area  commensurate  with  our  tjost 
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estimate  of  statewide  needs,  community  capacity  and  bank  production.  These  commitments  total 
about  3  billion  dollars  over  10  years.  Our  agreements  have  many  of  the  elements  of 
performance  based  lending  within  a  strategic  plan  framework.  I  honestly  don't  know  how  else 
we  would  be  able  to  determine  the  bank's  aaual  lending.  We  find  that  we  spend  the  first  year  of 
monitoring  trying  to  be  certain  that  we  understand  the  bank's  quarterly  reporting  in  each 
lending  category.  It  appears  that  our  agreements  have  resulted  in  increased  investment.  We 
augment  the  bank's  reports  with  anecdotal  stories  from  members  across  the  state.  These 
members  tell  us  not  only  of  new  lending  commitments  but  of  more  helpful  relationships  with 
local  branches.  We  are  but  one  group  of  more  than  400  CRA  groups  across  the  country.  Among 
our  memt)ers,    we  have  over  250  agreements  in  32  states. 

We  are  very  good  at  community  planning.  We've  lived  and  worked  in  these  communities  through 
the  worst  of  times.  We're  eager  to  participate  in  this  proposed  CRA.  However,  to  make 
thoughtful  comments,  to  participate  fully  in  this  new  process,  to  implement  this  new  CRA,  we 
need  the  resources  to  maintain  our  place  at  the  table.  We  must  have  the  resources  to  monitor  the 
new  CRA.  What  we  find  is  that  there  is  a  tremendous  imbalance  between  the  institutional 
resources  of  the  banks  and  the  institutional  resources  of  the  community  based  groups.  This 
imbalemce  must  be  addressed. 

I  have  come  a  long  way  in  the  15  years  since  my  $20,000  house  was  redlined  My  brothers  and 
sisters  whose  ethnicity  is  different  than  mine  or  whose  economic  opportunity  was  less  thein 
mine  and  the  neighborhoods  in  which  they  live  were  not  as  fortunate.  I  noted  in  the  National 
Community  Reinvestment  Coalition  index  of  CRA  agreements  that  in  1993,  a  community  group 
in  that  northern  Indiana  city  signed  a  CRA  agreement  with  a  lender. 

The  Community  Reinvestment  Act  is  about  credit,  the  lifeblood  of  economic  opportunity.  But  it 
is  also  about  justice,  its  soul  and  ours,  individually  and  collectively. 

Thank  you  for  this  opportunity  to  speak  with  you. 
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